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AR22 : BC TELECOM INC. | 
NOTICE OF ANNUAL GENERAL MEETING OF SHAREHOLDERS 


| The Third Annual General Meeting (the "Meeting") of holders of common shares (the 

| "Common Shares") of BC TELECOM Inc. (the "Corporation") will be held on Wednesday, April 24, 

| 1996, at 10:00 a.m. (Pacific Daylight Saving Time) and 1:00 p.m. (Eastern Daylight Saving Time) 

| concurrently in the auditorium at the head office of the Corporation, 3777 Kingsway, Burnaby, British 
| Columbia; at the Holiday Inn on King, 370 King Street West, Toronto, Ontario; and at the Westin 
Hotel, 11 Colonel By Drive, Ottawa, Ontario for the purposes of: 


1. receiving the 1995 Audited Financial Statements of BC TELECOM Inc., including the 
Consolidated Balance Sheet, the related Consolidated Statements of Earnings and 
Changes in Financial Position and Auditors' Report thereon; 


| 2 electing directors for the ensuing year; 

| 3. appointing auditors for the ensuing year; and 

| 4. considering such other matters as may properly come before the Meeting or any 
adjournment thereof. 


| The Directors of the Corporation have previously fixed and advertised the close of 
| business on March 11, 1996 as the record date for the determination of shareholders entitled to receive 
| this notice. 


Your vote is important regardless of the number of Common Shares you own. 
Shareholders who are unable to attend the Meeting in person are asked to sign, date and return the 
| enclosed form of proxy relating to the Common Shares held by them in the postpaid envelope provided 
for that purpose. 


| 
| 
| This meeting is being held concurrently at the three locations set forth in this Notice by 

| two-way audio-video communications pursuant to an order of the Supreme Court of British Columbia, 
| a copy of which is attached as Schedule "A". 

| To be used at the Meeting, a proxy must be deposited at the office of our transfer agent, 
| Montreal Trust Company, 510 Burrard Street, Vancouver, British Columbia, V6C 3B9 at any time up 

| to 10:00 a.m. (Pacific Daylight Saving Time) on April 22, 1996 (or with respect to any adjournment of 
| the Meeting two days prior to such adjourned Meeting) or with the Chairman of the Meeting in 

| Burnaby, British Columbia, prior to the commencement of the Meeting on the day of the Meeting or 

| the day of the adjournment of the Meeting. | 


DATED at Burnaby, British Columbia this 28th day of February, 1996. 
By order of the Board 


Dorothy E. Byrme 
Corporate Secretary 


PROXY INFORMATION CIRCULAR 
GENERAL INFORMATION 


This Proxy Information Circular (the "Circular") is furnished in connection with the 
solicitation of proxies by and on behalf of the management of BC TELECOM Inc. (the "Corporation” or 
“BC TELECOM”) and its Board of Directors. The accompanying form of proxy is for use at the meeting of 
the holders (the "Shareholders") of the common shares (the "Common Shares") of the Corporation to be held on 
April 24, 1996 (the "Meeting") and at any adjournment thereof for the purposes set forth in the accompanying 
Notice of Annual General Meeting. 


The Meeting is being held concurrently in three locations: at the auditorlum, 3777 Kingsway, 
Burnaby, British Columbia; at the Holiday Inn on King, 370 King Street West, Toronto, Ontario; and at the 
Westin Hotel, 11 Colonel By Drive, Ottawa, Ontario by way of two-way audio-video communications pursuant 
to an order of the Supreme Court of British Columbia ("Court"), a copy of which is attached as Schedule "A" (the 
"Court Order"). Reference is made to the Court Order for all of the terms set by the Court for the holding of the 
Meeting. : 


It is anticipated that this Circular and the accompanying Proxy Form will be mailed to the 
Shareholders on or about March 22, 1996. Unless otherwise stated, information contained in this Circular is 
given as at February 28, 1996. The head and registered office of the Corporation is located at 3777 Kingsway, 
Burnaby, British Columbia V5H 3Z7 and its telephone number is (604) 432-2413 if calling from the Vancouver 
area or outside Canada, and 1-888-228-4636 if calling from elsewhere in Canada. 


This solicitation will be primarily by mail but proxies may also be solicited personally or by 
telephone by employees of the Corporation (See "Solicitation of Proxies"). 


VOTING SHARES 


On February 28, 1996, there were 122,841,412 Common Shares outstanding. The Common Shares 
entitle the holders of record on March 11, 1996 to one vote per share at the Meeting. On February 28, 1996, the 
Anglo-Canadian Telephone Company ("“Anglo-Canadian") owned, directly and indirectly, 62,385,717 Common 
Shares representing approximately 50.8% of the issued and outstanding Common Shares. Anglo-Canadian is 
beneficially owned and controlled as to 100% of its common shares by GTE of Stamford, Connecticut. There are 
no other Shareholders, known to the Corporation, who own in excess of 10% of the issued and outstanding 
Common Shares with the exception of The Canadian Depository for Securities Limited, which may hold in 
excess of 10% of such shares for the benefit of its participants. 


RESTRICTIONS ON ISSUE, TRANSFER AND VOTING OF COMMON SHARES 


The "Canadian Telecommunications Common Carrier Ownership and Control Regulations" (the 
"Regulations") under the Telecommunications Act (the "Act") prescribe, inter alia, minimum levels of 
Canadian ownership and control for facilities-based telecommunications common carriers operating in Canada 
and for their holding corporations, such as the Corporation, to be maintained in order for those carriers to be 
eligible to operate under the Act. In addition, the Regulations prescribe rules which entitle the Board of Directors 
of a holding corporation to prohibit the issue, transfer or voting of shares of that corporation to or by any person 
who is not a Canadian, as defined in the Act. 


Pursuant to the Regulations, in order for subsidiaries of the Corporation to retain their eligibility to 
operate under the Act, the Corporation is required to ensure that the percentage of the Common Shares of the 
Corporation owned by Canadians has not decreased, for a period of more than one year, by more than 5% from 
the percentage owned by Canadians at July 22, 1987 (the "Restriction"). Under the Regulations, the Board of 
Directors of the Corporation may refuse to allot or issue, and may refuse to register a transfer of, or allow the 
exercise of voting rights attached to, Common Shares in circumstances that would cause the Corporation to be in 
violation of the Restriction. The Board of Directors can also require the sale of any Common Shares held in 
excess of the Restriction. These Regulations permit the Board of Directors of the Corporation to request 
affidavits or declarations as to ownership, as may be required. 
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APPOINTMENT OF PROXY AND DISCRETIONARY AUTHORITY 


Shareholders who are unable to be present at the Meeting may still vote through the use of proxies. 
If you are a Shareholder, you should complete, execute and return the enclosed Proxy Form. By doing so, you 
can participate in the Meeting through the person or persons named on the Proxy Form. Please indicate the way 
you wish to vote on each item of business and your vote will be cast accordingly. If you do not indicate a 
preference, the Common Shares represented by the enclosed Proxy Form, if the same are executed in favour of 
the management nominees named in the Proxy Form and deposited as provided in the Notice of Meeting, will be 
voted for the election as directors of the nominees named herein, in favour of the appointment of auditors and for 
all other matters identified in such Notice of Meeting. 


Proxies are counted and tabulated by Montreal Trust Company, the transfer agent of the 
Corporation, in such a manner as to preserve the confidentiality of individual shareholder votes, except: (a) as 
necessary to meet the applicable legal requirements; (b) in the event of a proxy contest; or (c) in the event a 
shareholder has made a written comment on the Proxy Form. 


DISCRETIONARY AUTHORITY OF PROXY 


The enclosed Proxy Form confers discretionary authority upon the proxy nominees with respect to 
amendments or variations to the matters identified in the Notice of Meeting and other matters which may 
properly come before the Meeting. 


The Board of Directors and management do not know of any such matter which may be presented 
for consideration at the meeting. However, if any such matter is presented, the proxy will be voted thereon in 
accordance with the best judgment of the management nominees named in the appropriate Proxy Form. 


On any ballot that may be called for at the Meeting, all Common Shares in respect of which 
the management nominees named in the accompanying Proxy Form have been appointed to act, will be 
voted or withheld from voting in accordance with the specification of the Shareholder signing the 
appropriate Proxy Form. If no such specification is made, then the Common Shares will be voted for the 
election of directors of the nominees named herein, in favour of the appointment of auditors and for all 
other matters identified in the Notice of Meeting. 


To be effective for use at the Meeting, proxies must be received by our transfer agent, 
Montreal Trust Company, 510 Burrard Street, Vancouver, British Columbia, V6C 3B9 at or before 10:00 
a.m. (Pacific Daylight Saving Time) on April 22, 1996 (or with respect to any adjournment of the Meeting 
two days prior to such adjourned Meeting), or with the Chairman of the Meeting in Burnaby, British 
Columbia, prior to commencement of the Meeting on the day of the Meeting or the day of any 
adjournment of the Meeting. 


Only Shareholders of record at the close of business on March 11, 1996 of Common Shares 
will be entitled to vote in respect of the matters to be voted upon at the Meeting, or any adjournment 
thereof. In certain circumstances a person who has acquired Common Shares subsequent to March 11, 
1996 may be entitled to vote the Common Shares upon making a written request to that effect not later 
than 10 days preceding the date of the meeting, to the Corporate Secretary of the Corporation at the 
registered office of BC TELECOM Inc., 19th Floor, 3777 Kingsway, Burnaby, British Columbia, VSH 3Z7 
and establishing that such Common Shares are owned by such person. 


With respect to each matter properly brought before the Meeting, each Shareholder shall be 
entitled to one vote for each Common Share registered in the name of such Shareholder. 


A Shareholder has the right to appoint a person other than the management nominees 
designated on the appropriate accompanying Proxy Form by crossing out the printed names and inserting 
the name of the person he or she wishes to act as proxy in the blank space provided, or by completing 
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another Proxy Form. Proxy Forms which appoint persons other than the management nominees whose 
names are printed on the Proxy Form should be submitted to the Corporation and the persons so 
appointed should be notified. The person acting as proxy need not be a Shareholder. 


On any ballot that may be called for at the Meeting, all Common Shares in respect of which 
the person named in a Proxy Form has been appointed to act will be voted or withheld from voting in 
accordance with the specification of the Shareholder signing such Proxy Form. If no such specification is 
made, then the Common Shares may be voted in accordance with the best judgment of the person named 
in the Proxy Form. Furthermore, the person named in the Proxy Form will have discretionary authority 
with respect to any amendments to the matters set forth in the Notice of Meeting and with respect to any 
other matters that may properly come before the Meeting, and will be voted on such amendments and 
other matters in accordance with the best judgment of the person named in such Proxy Form. 


REVOCATION OF PROXY 


Proxies given by Shareholders may be revoked at any time prior to their use by instrument in 
writing executed by the Shareholder or by his or her attorney authorized in writing or, if the Shareholder is a 
corporation, under its corporate seal or by an officer or attorney thereof duly authorized, and deposited either at 
the Montreal Trust Company, 510 Burrard Street, Vancouver, British Columbia, V6C 3B9, at any time up to and 
including 4:00 p.m. on the last business day preceding the day of the Meeting or any adjournment thereof, or 
with the Chairman of the Meeting in Burnaby, British Columbia, on the day of the Meeting or any adjournment 
thereof, or in any other manner permitted by law, including, without limitation, personal attendance at the 
Meeting. 


If the instrument of revocation is deposited with the Chairman in Burnaby, British Columbia, on the 
date of the Meeting or any adjournment thereof, the instrument will not be effective with respect to any matter on 
which a vote has already been cast pursuant to such Proxy. 


SOLICITATION OF PROXIES 


The cost of this solicitation of proxies will be borne by the Corporation. The Corporation will 
reimburse brokers, custodians, nominees and other fiduciaries for the proper charges and expenses incurred in 
forwarding this Circular and related materials to beneficial owners of Common Shares. In addition to solicitation 
by mail, officers, directors and regular employees of the Corporation may, without additional compensation, 
solicit proxies personally by telephone. 


ANNUAL MEETING BUSINESS 
ELECTION OF DIRECTORS 


The Articles of the Corporation provide that the Board of Directors shall consist of not less than 
three nor more than eighteen members, each of whom shall be elected at an annual general meeting for a term of 


one year. The Directors have, pursuant to the by-laws, established that the number of directors be eleven. The — 


following table sets out the information respecting all persons proposed to be nominated for election as directors. 
All of the persons named are currently directors of the Corporation except David L. Emerson. 


None of the persons named in this table holds any shares of Anglo-Canadian or GTE other than 
Gordon F. MacFarlane, Michael T. Masin and Thomas W. White who own, respectively, 1,716, 3,462, and 9,622 
common shares of GTE. The number of shares beneficially owned, or over which control or direction is | 
exercised, not being within the knowledge of the Corporation, has been supplied by the individual concerned. 
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Name and Office Presently Held 
with BC TELECOM Inc. 


Present Principal Occupation 


Date Became Director 


Common Shares 
Beneficially Owned 
or Controlled 


Brian Albert Canfield Chairman and Chief Executive May 1, 1993 21,483 
Chairman and Chief Executive Officer of BC TELECOM Inc. 
Officer and BC TEL 
George Neldon (Mel) Cooper, President, Seacoast May 1, 1993 2,050 
C.M., O.B.C. Communications Group Inc. 
(Broadcasting) 
David Lee Emerson“ President & Chief Executive ; ; 
Officer, Vancouver 
International Airport Authority 
Mary Rendina Kathleen Hamilton, | Corporate Director May 1, 1993 600 
CC 0BC") 
Robert Horne Lee, O.B.C."” President, Prospero Group of May 1, 1993 2,934 
Companies (Commercial real 
estate sales, investment and 
property management) 
Gordon Frederick MacFarlane, Corporate Director May 1, 1993 11,908 
O.B.C. 
Michael Terry Masin®” Vice Chairman & President - September 27, 1995. 2,002 
International, GTE Corporation 
(Consolidated group of 
telecommunications 
companies) 
John Wilson Pitts Corporate Director May 1, 1993 2,000 
Barbara Joyce Rae, C.M., O.B.C." — Corporate Director May 1, 1993 972 
Thomas William White” President, GTE Telephone April 26, 1995 2,002 
Operations Group 
(Consolidated group of 
telecommunications 
companies) 
William Robert Wyman Corporate Director May 1, 1993 2,291 
NOTES: 
(1) A member of the Audit Committee. 
(2) All of the directors of the Corporation are also directors of BC TEL. 
(3) Also a director of a number of subsidiaries of GTE. 
(4) Mr. Emerson held the position of President of the British Columbia Trade Development Corporation until his appointment as President and 


Chief Operating Officer of the Vancouver International Airport Authority in April 1992. He was appointed President and Chief Executive 

Officer of the Airport Authority in October of the same year. 
(5) Mr. Masin held the position of Managing Partner at the law firm O’Melveny & Myers in New York until October 1993, at which time he 

was appointed Vice Chairman of GTE Corporation, a position he continues to hold. He was also appointed President - International, GTE 


Corporation in July 1995. 


Management does not expect that any of the nominees will be unable to serve as a director but, 


in that event, discretionary authority may be exercised to vote for a substitute. 


EXECUTIVE COMPENSATION 


1. SUMMARY COMPENSATION TABLE 


The following table sets forth the summary of compensation of the Chief Executive Officer and the four named 
executive officers of the Corporation and its subsidiaries for the year ended December 31, 1995. 


SUMMARY COMPENSATION TABLE 


Annual Compensation | Conta All Other % 
Compensation Compensation 
Awards ($)(3) 


Name and Principal Position as of 


Year | Salary ($) | Bonus Other Annual Securities Under 
February 28, 1996 


($)(1) Compensation | Options Granted (#) 


($)(2) 
BRIAN A. CANFIELD 
CHAIRMAN & CHIEF EXECUTIVE 
OFFICER, BC TELECOM Ine. and 


80,000 9,342.00 

BC TEL 
DONALD A. CALDER 221,792 91,310 40,000 10,451. 00 
EXECUTIVE VICE-PRESIDENT - 175,000 34,330 | 
NETWORK SERVICES, BC : Ales | . 
TELECOM Inc. and BC TEL a 
LEO J. DOOLING 239,583 32,800 | 7 
RETIRED (4) 225,000 4 
200,000 

30,000 ” 

VICE-PRESIDENT - LONG 225,000 | 
DISTANCE SERVICES, BC TEL 210,000 q 
FARES F. SALLOUM 285,000 | 143,362 40,000 6,604. 00 
EXECUTIVE VICE-PRESIDENT - 225,000 | 155,250 
COMMUNICATION SERVICES, 180,000 82,240 = 
BC TELECOM Inc. and BC TEL E 


450,000 
450,000 
450,000 


232,092 
294,784 
201,370 


ROY A. OSING 225,000 


NOTES: 


(1) 1993 and 1994 bonus amounts paid under the Variable Incentive Plan in recognition of the achievement by executive officers of corporate and 
individual objectives were paid in part in December of the year in which they were earned and the balance was paid in February of the following 
year. 1995 bonus amounts paid under the Variable Reward Plan which replaced the Variable Incentive Plan were paid in February 1996. 2 
(2) Perquisites and other personal benefits do not exceed the lesser of $50,000.00 and 10 percent of the total of the annual salary and bonus of the a 
named executive officers for the financial year and therefore are not disclosed. . 
(3) This figure represents the aggregate of payment in lieu of earned vacation in 1995 and employer contribution under the Employee Share 
Purchase Plan (the "ESPP") to which all employees of the BC TELECOM group may subscribe. Under the ESPP, the employer contributes $1.00 : 
for every $4.00 paid by the employee towards the market purchase of BC TELECOM Inc. common shares. aa 
(4) Leo J. Dooling was Executive Vice-President - Corporate Services and Chief Financial Officer of BC TELECOM Inc. and BC TEL in 1995 and 
retired on January 31, 1996. 


2. LONG-TERM INCENTIVE COMPENSATION 
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BC TELECOM Inc. and its subsidiaries provide long-term incentive compensation to key employees, including 
executive officers, in the form of the grant of options to purchase common shares of BC TELECOM Inc. 


The following table sets forth individual grants of options during the financial year ended December 31, 1995 to 
the named executive officers. 


Be 


OPTION/SAR GRANTS DURING THE MOST RECENTLY COMPLETED FINANCIAL YEAR 


Securities Under % of Total Exercise or Base | Market Value of | Expiration Date 
Options/SARs | Options/SARs | Price ($/Security) Securities 
Granted Granted to (5) Underlying 
(#)(1)(2)(3) Employees in Options/SARs on 
Financial the Date of Grant 
Year (4) ($/Security) 


| BRIAN A. CANFIELD | —LISOP 40,000 13.14% 24.25 24.375 | February 22, 2005 

| BCTSOP 40,000 

| DONALD A. CALDER | _LISOP 20,000 6.57% 24.25 24.375 | February 22, 2005 | 
BCTSOP 20,000 | 


| LEO J. DOOLING LISOP 15,000 4.93% 24.25 24.375 | February 22, 2005 | 
BCTSOP 15,000 | 
BCTSOP 2,800 23.125 23.000 | October 25, 2005 | 


| | 
| ROY A. OSING LISOP 15,000 4.93% 24.25 24.375 February 22, 2005 

| BCTSOP 15,000 

| ARES F. SALLOUM LISOP 20,000 O91 70 24.25 24.375 February 22, 2005 
L he BCTSOP 20,000 | 


NOTES: 


(1) On February 22, 1995, the Board of Directors approved the granting of options under the Long-Term Incentive Share Option Plan (the 
“LISOP”) and the discontinuance of LISOP in regard to the granting of any further options thereafter. Concurrently, the Board of Directors 
also approved the granting of options together with an equal number of in tandem Share Appreciation Rights (“SARs”) and retention options 
under the BC TELECOM Share Option Plan (the “BCTSOP”), subject to the approval of the appropriate regulatory authorities and the 
shareholders, which approvals were subsequently obtained. The Board of Directors has since granted options, in tandem SARs and retention 
options under the BCTSOP and will continue to do so from time to time in accordance with the terms and conditions of the BCTSOP. 

(2) Anin tandem SAR under BCTSOP permits the optionee to receive the value of the appreciation in the share option to which the SAR is 
associated without exercising the option. The in tandem SAR cannot be exercised unless the option to which it is associated is exercisable. The 
exercise of the SAR cancels the optionee’s right to exercise the associated option and vice versa. The retention options provide the optionee 
with an additional option to acquire the same number of shares acquired upon exercise of the initial option at a market price determined at the 
time the initial option is exercised and is exercisable after three years from the date the initial option is exercised, provided that the optionee has 
continued to hold the initial shares acquired on the exercise of that initial option. 

(3) The options or the in tandem SARs may be exercised, on a cumulative basis, as to 33 1/3% on and after each anniversary date of the grant. 

(4) Grants under LISOP and BCTSOP are combined for the purpose of reporting this figure. 

(5) The exercise price is the market value on the last trading day prior to the date of grant. 


-The following table sets forth each exercise of options during the financial year ended December 31, 1995 by the 
named executive officers. 


AGGREGATED OPTION/SAR EXERCISES DURING THE MOST RECENTLY COMPLETED FINANCIAL 
YEAR AND FINANCIAL YEAR-END OPTION/SAR VALUES 


Unexercised Options/SARs at 
FY-End (#) 


Value of Unexercised in-the- 
Acquired on Money Options/SARs at 
FY-End ($)(1) 


Exercise (#) 
ele ne iriateo|) ters | aes | aszi2s0 


Securities 


Aggregate 
Value 
Realized ($) 


ee 


25,450 


> 
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NOTE: The value of in-the-Money Options/SARs at the Financial Year-End was calculated based on the market value on 
the last trading day of the financial year, less the exercise price of those in-the-Money Options/SARs. 


3. DEFINED BENEFIT PLANS 


Executive Officers of the Corporation participate in the contributory Pension Plan for Management and Exempt _ | 
Employees ("Management Plan") and the non-contributory Supplementary Income Plan ("S.I.P.") for Executives 
(together called the "Plans"). The S.I.P. supplements the Management Plan ensuring a total benefit at retirement | 
determined as 2% of a person's highest three years’ average Salary and a person’s highest five years’ average 
bonus times the total number of years of credited service to a maximum of 35. The amount of bonus included for 
any year prior to averaging is capped at the lesser of actual bonus received and individual target bonus, assuming 
minimum performance criteria met. If retirements occur prior to June 1, 1998, the bonus component is averaged 
over a decreasing period measured from June 1, 1993. The following table shows the total of the annual 
retirement benefits payable from the Plans assuming retirement at age 60 or over: 


PENSION PLAN TABLE 


<7 ££. ;i#£'| 
[~ssooco [125000] _ssooc0 | 225000] 27000 |_| 
[~sooc0 [225000] sooano | srs000 | asoowo | __sasoan| 
[~woseo [2000] s20000 [anon asoouo | _snoon 


NOTES: 


= 


(1) The compensation covered by S.I.P. for each of the named executive officers is based on their respective Salaries and their respective Bonuses or 
portion thereof shown in the Summary Compensation Table. 

(2) The benefit under the Plans is payable for a member's lifetime with a 60% benefit payable to a surviving spouse. The benefit payable under the 
Plans is not reduced by integration with the Canada Pension Plan or Old Age Security benefits. .. 
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The years of credited service as of December 31, 1995 for pension plan purposes for the named executive officers 
are as follows: Brian A. Canfield, 39.5 years; Donald A. Calder, 24.6 years; Leo J. Dooling, 34.6 years; Roy A. 
Osing, 26.6 years; and Fares F. Salloum, 22.5 years. 


4. COMPOSITION OF THE COMPENSATION COMMITTEE 


The following individuals served as members of the Corporation's Human Resources and Compensation 
Committee (the "Committee") during 1995: 


W. Robert Wyman - Chair January 1 - December 31 
Kent B. Foster January 1 - September 27 
James L. Johnson January 1 - April 24 

Michael T. Masin September 27 - December 31 
Gordon F. MacFarlane - former Chairman January 1 - December 31 
and Chief Executive Officer, BC TEL. 

John W. Pitts January 1 - December 31 
Tom W. White April 24 - December 31 


5. REPORT ON EXECUTIVE COMPENSATION 


BC TELECOM''s executive compensation program is administered by the Human Resources and Compensation 
Committee (the "Committee") which is composed of five non-employee directors. The main purpose of the 
Committee is to establish and effect a plan for executive succession and continuity and a plan for executive 
compensation. The Committee met eleven times in 1995 to receive information on and make determinations 
regarding these matters, in accordance with policies approved by the Board of Directors. Recommendations for 
changes to the policies are reviewed on a periodic basis to ensure they remain current, competitive and consistent 
with the Corporation's overall goals. 


The Committee develops and recommends to the Board for approval the Corporation's executive compensation 
philosophy and guidelines and its conclusions regarding the compensation paid to the executive management. 
The Committee oversees the terms of reference of and selection of outside consultants to review executive 
compensation policies for BC TELECOM. 
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The guiding philosophy of the Committee in determining compensation for executives is the need to provide a 
compensation package that is competitive and motivating so as to attract, hold and inspire qualified executives; 
and will encourage performance by executives to enhance the growth and profitability of BC TELECOM. 
Achievement of these objectives will contribute to an increase in shareholder value. The Committee has adopted 
a variable compensation plan to create stronger links between the executives’ compensation and the 
Corporation’s strategic objectives, and to optimize the balance between the Corporation's short term and long 
term objectives. 


The Committee positions its executive compensation (including salaries and incentive awards) at or near 
(adjusted for size, complexity and performance) the median of the range of compensation levels for comparator 
companies. The comparator companies provide a wide range of products and services and they experience a 
variety of different business imperatives, but they demand executive talents similar to those required by 

BC TELECOM. 


Pore 


The Committee selects outside consultants, expert in executive compensation practices, to conduct surveys to 
provide competitive data reflecting comparable knowledge, skills and talents and the compensation paid therefor. 
Variables such as corporate size and earnings, rates of growth, complexities of management related to the 
transition from regulated to competitive markets and development of new business opportunities and sources of 
revenue all have an influence on compensation levels and are analyzed and considered in setting compensation. 


The salary ranges and structure for 1995, including target bonuses, were based upon market analyses carried out 
in 1994 and confirmed in late 1995 and reflect competitive practices in the marketplace in which the Corporation 
competes to attract and retain qualified executive management. 


Compensation Mix 


The Corporation's executive compensation reward program has five components; base salary, variable incentive, 
share options, supplemental pensions, and perquisites. All the components are designed to incent the executive 
to increase shareholder value. 


Cash compensation as a combination of base salary and the opportunity to earn a variable incentive bonus was 
first introduced for the executives with the implementation of the Variable Incentive Plan in 1992. Changes to 
the base salary of specific executives since then have been made to reflect changes in the executive's area of 
responsibility or to reflect upward movement within the established base salary range for the executive's specific 
position. 


The Variable Incentive Plan was introduced to provide a link between executive incentive awards and corporate — 
strategic goals. Performance measurements focused on corporate objectives of earnings per share, cost per line, 
quality of service measurements and on achieving individual objectives such as the promotion of teamwork and 
improved communications with employees at all levels. A range of percentages of base salary was determined as 
a target incentive for each executive. The Committee could, in certain circumstances, apply a multiple to this 
percentage, depending upon the achievements of corporate performance and the achievement of individual goals. 


The Variable Incentive Plan was replaced in 1995 by the Variable Reward Plan. It incorporates many of the 
elements of the original plan and adds improved performance measurement tools which reinforce the transition of 
the Corporation’s business from one that was predominantly monopolistic to one that is primarily competitive. 

In particular, the Variable Reward Plan utilizes, as performance measurement tools, the Balanced Scorecard and 
the 360° Feedback. The Balanced Scorecard measures an executive’s performance from the perspectives of the 
shareholders, the customers and the employees and measures the executive’s ability to be innovative and to learn. 
The 360° Feedback process augments the Balanced Scorecard by providing confidential feedback to executives 
on their performance from their peers, their customers, their direct reports and their manager (for most executives, 
this is the Chief Executive Officer). BC TELECOM's successful performance in 1995 in generating revenue, 
reducing costs and providing competitive customer service, resulted in incentive payments being made to the 
executives, in accordance with the Variable Reward Plan formula, under the direction of the Committee. 


The Long Term Incentive Share Option Plan (“LISOP”), until its discontinuance in early 1995, and subsequently 
the BC TELECOM Share Option Plan (“BCTSOP”) gives the Committee the opportunity to grant share options 
(LISOP was limited to share options), in tandem share appreciation rights (“SARs”) and retention options to 
executives. The amount of the grant is determined by the individual executive's role in achieving longer-term 
results. The BCTSOP maintains a direct link between the creation of shareholder value and individual executive 
performance. 


An in tandem SAR granted under the BCTSOP permits the optionee to receive the value of the appreciation in 
the share option to which the SAR is associated without exercising the option. The in tandem SAR cannot be 
exercised unless the option to which it is associated is exercisable. The exercise of the SAR cancels the 
optionee’s right to exercise the associated option and vice versa. The retention options provide the optionee with 
an additional option to acquire the same number of shares acquired upon exercise of the initial option at a market 


: 210 


price determined at the time the initial option is exercised and is exercisable after three years from the date the 
initial option is exercised, provided that the optionee has continued to hold the initial shares acquired on the 
exercise of that initial option. 


Grants of share options and in tandem SARs are based on the market price of the Common Shares of 

BC TELECOM on the day preceding the date of the grant. Options/SARs are granted for terms of up to ten 
years. Options granted under LISOP or BCTSOP in 1995 have ten year terms and are exercisable as to 33 1/3% 
of the shares granted after the first year, 33 1/3% of the shares granted after the second year and 33 1/3% of the 
shares granted after the third year. 


As part of the overall executive compensation program, the Corporation has established a non-contributory 
supplementary income plan (“‘S.I.P.””) which provides for an amount to be paid to a retired executive officer as a 
supplement to the amount payable under the Corporation's contributory pension plan for management. Both 
these plans are referred to in this circular under Section 3 titled "Defined Benefit Plans". 


_ The Board of Directors amended S.1.P. effective in 1995 to include the variable component of some executives’ 
cash compensation in the calculation of the benefit payable under S.I.P. at retirement. This amendment aligns the 
-S.LP. with the Committee’s overall compensation philosophy of maintaining a competitive compensation 
package and ensuring that there are strong links between compensation and the Corporation’s strategic objectives. 


The Committee noted that during 1995 two of the executives became entitled to retire and receive the maximum 
pension permissible under the terms of S.I.P. While they continue to work as employees of the Corporation, 
these executives are not acquiring any additional retirement benefit and are forfeiting their entitlement to 
payments under S.I.P. Having determined that it is in the corporate interest to retain both of these executives as 
employees and in recognition of the commitment of these executives to the corporate interest, the Committee 
approved a retention plan which would provide an additional amount to those executives to incent them to 
continue as employees rather than retire. 


The Chief E ve Off, 


The principles for establishing, measuring and determining the compensation of the Chief Executive Officer 
follow the same philosophy as for the other executives, including named executive officers. The Committee uses 
a competitive frame of reference which matches the median of the comparators used by the Corporation (at 
target). This also extends to the compensation mix for the Chief Executive Officer which is targeted to match the 
distribution found in most of the comparators with respect to the office of chief executive officer. 


The salary structure of the Chief Executive Officer is established to be competitive with median target cash 
compensation levels. When target bonuses are added to the mid-point, the resulting target cash compensation is 
at the median competitive level. 


Report presented by: 
W.R. Wyman (Chair) G.F. MacFarlane M.T. Masin 
J.W. Pitts T.W. White 


6. PERFORMANCE GRAPH 


The following graph compares the cumulative total shareholder return over the past five years ending 

December 31 for $100 invested in BC TEL ordinary shares (exchanged for BC TELECOM Inc. common shares 
effective May 1, 1993) and the TSE 300 Index. Cumulative total shareholder return reflects both the change in 
share price and the reinvestment of dividends at 100% of the market price on each of the dividend payment dates. 


Sl eo Be 


Cumulative Total Return ($) 


180 
160 
140 
120 
100 


19990 1991 1992 1993 1994 1995 


|O TSE 300 BBC TELECOM 


| BC TELECOM 
| TSE 300 


NOTES: 


(1) Ordinary shares of British Columbia Telephone Company were exchanged for common shares of BC TELECOM Inc. on a one-for-one basis 
effective May 1, 1993, as part of the arrangement between the Corporation and BC TEL, pursuant to which all holders of ordinary shares of BC 
TEL became shareholders of the Corporation. 

(2) Had dividends on the ordinary shares of BC TEL to April 30, 1993 and the common shares of BC TELECOM Inc. thereafter been reinvested 
through their respective Dividend Reinvestment Plans at 95% of the market price, the value of the $100 invested on December 31, 1990 would 
have grown to $161 by December 31, 1995. 


7. COMPENSATION OF DIRECTORS 


The following table describes the arrangements under which directors of the Corporation who were not 
employees were compensated during the year ended December 31, 1995. 
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| 
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All directors of the Corporation were also directors of BC TEL and, the foregoing fees were paid as to 50% by 
each corporation. Directors also received reimbursement for out-of-pocket expenses. 


No fees were paid to the Chairman of the Board, as the by-laws provide that employees are not paid director's 
fees. . 


DIRECTORS AND OFFICERS LIABILITY INSURANCE 


The Corporation, together with all affiliates of GTE, has directors and officers liability insurance. 
The Corporation has a total of $125 million of coverage for both directors and officers as a group. The 
Corporation through its by-laws, indemnifies all directors and officers and is liable in respect of directors and 
officers for $1 million deductible per claim payable under such insurance. 


APPOINTMENT OF AUDITORS 


Arthur Andersen & Co., Chartered Accountants, of 1177 West Hastings Street, Vancouver, British 
Columbia, will be nominated for appointment as auditors of the Corporation to hold office until the close of the 
next annual general meeting. Such auditors were appointed auditors of the Corporation at the Annual General 
Meeting on April 26, 1995 and were first appointed auditors of BC TEL on March 14, 1968. 


Representatives of Arthur Andersen & Co. are expected to be present at the Meeting and may make 
any statement or answer any questions. 


CORPORATE GOVERNANCE 


Effective corporate governance has always been regarded by the Board of Directors and the 
management of BC TELECOM as an essential element in carrying out their fiduciary duties to the Corporation. 
We define corporate governance at BC TELECOM as a system of mutually reinforcing principles, structures and 
processes designed to ensure effective supervision of the business and affairs of the Corporation, with the 
objective of enhancing shareholder value. 


In spring 1994, the Board of Directors of BC TELECOM established the Board Governance 
Committee as a standing committee of the Board. The first task of the Committee was to conduct a 
comprehensive review of corporate governance at BC TELECOM and to prepare a report with recommendations 
that would continue to assure BC TELECOM an effective corporate governance system. 


wise 


The Committee met ten times in formal sessions to review the following aspects of governance: 


(1) Terms of Reference: the Committee drafted clear definitions of the roles, responsibilities, 
accountabilities and interrelationship of Directors, Board Committees and management; 

(2) Committees: the Committee examined the rationale and terms of reference of each of the 
Board Committees and their relationship to the Board and to management; 

(3) Policies and Structure: the Committee examined existing policies and structures and 
developed new ones where appropriate to strengthen the Board’s ability to carry out its 
responsibilities; 

(4) Information: the Committee examined the availability, relevance and timeliness of 
information required by the Board; 

(5) Board Composition: the Committee reviewed the needs of the Board and developed an 
approach to director selection; 

(6) Corporate Governance System: the Committee reviewed existing processes and developed 


new ones to manage and continuously improve corporate governance at BC TELECOM and 
to ensure the Board’s ability to operate independently of management. 


The Committee completed its review in May 1995, and submitted its Report to the Board of 
Directors in June. Following extensive discussion of the Committee’s Report by the full Board, the Report was 
adopted as the BC TELECOM Board Policy Manual in July 1995. 


The Manual is a solid base for ensuring the Board that BC TELECOM is undertaking its 
responsibilities in the most effective manner possible. Given the dynamic nature of the market in which 
BC TELECOM operates, the Board policies are reviewed on an ongoing basis. The Manual will be 
comprehensively reviewed on an annual basis, modified as necessary and reissued to ensure it continues to reflect 
policies that maximize the effectiveness of the BC TELECOM Board. 


In February 1995, the Toronto Stock Exchange adopted the recommendation of its Committee on 
Corporate Governance in Canada. The recommendation is part of the Committee Report titled “Where Were The 
Directors” (the “TSE Report”) containing a series of guidelines for improved corporate governance in Canada. 
The guidelines address matters such as the composition and mandate of corporate boards, independence of 
corporate boards from management, and the effectiveness and education of board members. The 
recommendation adopted by the Exchange is that each corporation listed on the Exchange be required to disclose 
in its Annual Report or Information Circular its approach to corporate governance in a “Statement of Corporate 
Governance Practices”, with reference to the guidelines contained in the TSE Report and, where the 
Corporation’s system is different from the guidelines, to explain the difference. BC TELECOM’s statement of 
corporate governance practices is set forth in Schedule “B”, in compliance with this requirement. 


AVAILABILITY OF DOCUMENTS 


The Corporation will provide to any person or company, upon request to the secretary of the 
Corporation, one copy of any of the following documents: 


(a) the Corporation's latest Annual Information Form, together with any document, or the pertinent pages 
of any document, incorporated therein by reference, filed with the applicable securities regulatory 
authorities; 

(b) the comparative financial statements of the Corporation filed with the applicable securities regulatory 


authorities for the Corporation's most recently completed financial year in respect of which such 
financial statements have been issued, together with the report of the auditor thereon; Management's 
Discussion and Analysis and any interim financial statements of the Corporation filed with the 


A 


applicable securities regulatory authorities subsequent to the filing of the annual financial statements; 
and 


(c) the information circular of the Corporation filed with the applicable securities regulatory authorities 
in respect of the most recent annual meeting of shareholders of the Corporation which involved the 
election of directors. 


Copies of the above documents will be provided, upon request to the secretary of the Corporation, 
free of charge to security holders of the Corporation. The Corporation may require the payment of a reasonable 
charge from any person or company who is not a security holder of the Corporation, who requests a copy of any 
such document. 


The contents and sending of this proxy information circular were approved by the directors of the 
Corporation on February 28, 1996. 


DOROTHY E. BYRNE 
Corporate Secretary 


SCHEDULE "A" 
No. A960840 
VANCOUVER REGISTRY 


IN THE SUPREME COURT OF BRITISH COLUMBIA 


IN THE MATTER OF SECTION 144(]) 
OF THE CANADA BUSINESS CORPORATIONS ACT, 
R.S.C. 1985 c. C-44 AS AMENDED 


AND IN THE MATTER OF 
THE ANNUAL GENERAL MEETING OF BC TELECOM INC. 


DOROTHY E. BYRNE 
PETITIONER 
ORDER 


BEFORE MASTER ) MONDAY, THE 11TH 
PATTERSON ) DAY OF MARCH, 1996 


THIS PETITION coming on for hearing ex parte this day at Vancouver, British Columbia; 
AND UPON HEARING Barry T. Gibson, Esq., Counsel for the Petitioner; AND UPON READING the 
Petition herein, and the Affidavits of Dorothy E. Byme and Elizabeth J. Harrison, Q.C., both sworn the 
6th day of March, 1996 and filed herein; 


THIS COURT ORDERS that: 


a) the Annual General Meeting (the "Meeting") of BC TELECOM INC., to be held on 
Wednesday, the 24th day of April, 1996, be held concurrently by way of two-way audio- 
video communication at the Head Office of BC TELECOM Ince. at 3777 Kingsway, 
Burnaby, British Columbia; at the Holiday Inn on King, 370 King Street West, Toronto, 
Ontario; and at the Westin Hotel, 11 Colonel By Drive, Ottawa, Ontario; at 10:00 a.m. 
(Pacific Daylight Savings Time) and 1:00 p.m. (Eastern Daylight Savings Time); 


b) Ifthe said two-way audio-video communication should fail to operate, the Meeting shall 
continue with the aforesaid locations linked by audio communication; and 


c) The Meeting be otherwise called and held in accordance with the By-Laws of BC 
TELECOM INC., the Canada Business Corporations Act, and securities laws applicable to 
BC TELECOM INC. 


THIS COURT FURTHER ORDERS that the Petitioner be granted leave at any time to seek to vary this 
Order. 
BY THE COURT 


"Paul Beagan” 

DEPUTY DISTRICT REGISTRAR 
“B.T. Gibson” 
COUNSEL FOR THE PETITIONER 
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in the world. Without: 
leaving the classroom 


The wired classroom takes learning beyond the ABCs. 


They're the voice on the line. 
Connecting callers across town or around 
the world. Our operators are part of the 
customer experience only BC TEL can 
offer — 24 hours a day, every day. 
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Tele-medicine bridges the distance between doctors and patients. Using our real-time 
video-conferencing technology, doctors can assess a patient's condition or simultaneously 
+, consult with colleagues in distant locations. Making house calls just got easier. 
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FINANCIAL HIGHLIGHTS 1996 1995) Change 


Consolidated Highlights 


Operating revenues (Millions) $ 251722 39923246 8.3% 
Earnings from continuing operations (Millions) $ 251.2 | $ Phe 15.1% 
Net earnings (Millions) $ DOT. ONES 243.8 (2.4%) 
Return on common equity - continuing operations 11.8% 10.9% 8.3% 
Return on common equity 11.2% 12.2% (8.2%) 
Earnings per share - continuing operations $ 2.01 || $ 176 12.9% 
Earnings per share $ 1.90 || $ 2.00 (5.0%) 
Dividends per share $ LSS 127, 3.2% 
Cash flow per share - continuing operations $ 6.18 || $ 5.59 10.6% 
Customer access lines in service 2,423,308 2,334,809 3.8% 
Long distance switched conversation minutes (Millions) 2,586 2,627 (1.6%) 
Cellular Operations Highlights 

Customers 300,507 218,806 37.3% 
Penetration rate 9.0% 6.8% 32.4% 
Estimated market share 60% 60% — 
Average monthly revenue per customer $ 80 | $ 88 (9.1%) 
Cash flow margin 50% 51% (2.0%) 
Net earnings (Millions) $ 45.0 I $ 34.8 29.3% 
Source of Earnings — Continuing Operations 1986 1991 1996 


w Since 1986, an increasing proportion of our earnings has come from 
our non-regulated businesses — wireless, interactive, advanced network 
and computer services. 


BC TELECOM is Canada’s second largest telecommunications company. 

We offer a world of communications possibilities to British Columbians through 
BC TEL — the province’s largest provider of local and long-distance services — and 
through a group of businesses focused on related telecommunications services, . ees 
including wireless and interactive. These businesses include BC TEL Mobility Cellular, . |. oo Hoes = eee 
BC TEL Mobility Paging, BC TEL Advanced Communications, BC TEL Interactive, ee 
BC TEL Systems Support, ISM-BC and Telecom Leasing Canada. 7 


The shares of BC TELECOM Inc. are listed on the Toronto, Montreal and 


Vancouver stock exchanges. Our share symbol is BCT. 


Shareholders are invited to attend our multi-site Annual General Meeting, Tuesday, April 22, 1997. 
Our two-way video-conferencing technology will allow full shareholder participation at the following locations: 
a Robson Square Conference Centre, 800 Robson Street, Vancouver, B.C.; 

a Metro Toronto Convention Centre, 255 Front Street West, Toronto, Ontario; 

The Annual General Meeting will begin at 10:00 a.m. Pacific time, 1:00 p.m. Eastern time. 


Tele-medicine bridges the distance between doctors and patients. Using our real-time 
video-conferencing technology, doctors can assess a patient's condition or simultaneously 
,, consult with colleagues in distant locations. Making house calls just got easier. 


CHAIRMAN’S REPORT 


Telecommunications is an 
indispensable part of our 
everyday lives: At homie, 
work, school and all points 
in between. We live in a 
world of communications 
possibilities. The ability to 
respond to opportunity and 
challenge has helped define 
BE TELECOM bsisuccess: 
Weve built one on the 
most modern networks any- 
where; formed alliances with 
other service providers who 
complement our strengths; 
and established ourselves as a 
market leader in an industry 
that has evolved into several 


intensely competitive arenas. 


This is definitely an exciting and reward- 
ing time to work for or hold shares in 
BC TEEEGONE 

And 1997 began on thesrrehetootalm 
January, we signed a three-year contract with 
the Telecommunications Workers Union, 
which represents: our 9/500, unionized 
employees. This agreement allows us greater 
flexibility in meeting the service needs of our 


customers. 


LEP DG 
Looking back to 1996, we have a lot to cele- 


SUCCESSES MIN 


brate. We began the year by challenging our- 
selves to get our core telephone operations 
back on track after a disappointing year in 
1995. At the same time, we committed to 
continuing the outstanding performance of 
our cellular, paging and emerging businesses. 
Not only did we meet our targets, we sur- 
passed them. 

We also had successes in the marketplace, 
reflecting strategic steps we initiated to both 
anticipate and meet the changing needs of 
our customers. 


I’m proud to say these successes were 


shared by both our shareholders and our 
employees. Shareholders benefited from a 25 
per cent return on their investment. Employees 
who participate in our management perfor- 
mance incentive program benefited through 
the payouts they received. These successes are 
also reflected in the new contract with our 
unionized employees. 

A key measure of our success can be found 
in our continuing operations. Earnings from 
BC TEL — our regulated telephone company — 
ivetcr yl Oovper share, a 17 per cent increase 
oven 75) BG avr Nobility sipertormance 
was equally impressive, with year-over-year 
earnings growth of 25 per cent. During the 
same period, BC TELECOMS cash flow per 


share increased 10.6 per cent. 


Breaking new ground 


We received good news last August when the 
federal government said it would modify 
Canadian ownership requirements under the 
broadcasting law to allow us to apply for a 
broadcast distribution licence. Legislation to 
implement this modification is currently 


being developed. 


The government’s deci- 
sion was largely a response to 
the ground swell of support 
we received from all corners 
of British Columbia — from 
our employees, the Telecom- 
munications Workers Union, 
consumer groups, cultural 
organizations, businesses and 
politicians. 

We appreciate the support. 

Onicemlegislationmis in 
place, it’s important to note, 
our objective is not to be in 
the cable-TV business as it 
exists today. Our goal is to 
offer a full range of interac- 
tive services, including inter- 
ACtIVe Cable sey: 

Many of these services — 
for example home banking, 
home shopping and Internet 
access — already exist. Others, 
like video-on-demand, will 
be shaped by the consumer 


marketplace. 


Rites of ‘thew oad 


Nor will competition in 
broadcast services happen 
overnight. Before we even 
apply for a broadcast distribu- 
tion licence, the Canadian 
Radio-television and Tele- 
communications Commission 
(GRA Gee othemreculitory 
body that oversees Canada’s 
telecommunications and 
broadcast industries — must 
define the rules of the road 
on the information highway. 

The process is under way. 
HheviGR ES thelda public 
hearings last fall on local- 
service competition and on 
the rules and regulations for a 
competitive broadcast distri- 
bution industry. Decisions 
are expected this spring. 

In the meantime, we’re 
taking steps to prepare for 
competition in broadcast- 


based services. @nesstepmis 


to identify and test-drive technologies that 
will allow BC TELECOM to deliver new 
interactive multimedia services. 

In addition, we’re in the process of estab- 
lishing the BG TELE@OM Foundation: 
which will administer a $10-million fund to 
encourage the production of Canadian-con- 
tent programming for both traditional broad- 
cast and new multimedia formats. The 
foundation will be managed by British 


Columbians for projects in British Columbia. 


De finimo tod resucces's 


Our success reflects the dedication and com- 
mitment of our more than 12,000 employees. 
And their contribution extends well beyond 
the workplace. For example, they donated 
close to $1 million last year through the 
BC TEL Employees ;Conmumtye bunds. 
with all donations going directly to hundreds 
of worthy causes throughout the province. 
Also active are the BC TEL Pioneers, current 
and former employees who generously vol- 
unteer their time and efforts in communities 
ACEOssaa.G. 


As a company, we contribute more than 


$1 million annually to edu- 
cation, health and cultural 
organizations throughout the 
province. And, for the third 
year in a row, we received a 
national award from the 
United Way of Canada for 
our contributions to 
United Way agencies 
mb. 

Asepact of our 
commitment to our 
communities, we 


recently established a 


WS 


Canada’s Year of 
Asia Pacific will 
culminate in November 
when Vancouver hosts the 


Dr@e sulimicmCameseand tie. 1997) North 
American Indigenous Games. 

And in November, we’ll be both a sponsor 
and official telecommunications provider 
when Vancouver hosts the Asia Pacific Eco- 
nomic Cooperation (APEC) Leaders Forum. 
Leaders and senior government officials from 
around the Pacific Rim will attend 
this high-profile forum, which 1s 
being held in Canada for the first 
time. It’s an excellent opportunity to 
position BC TELECOM products 


and services on the global stage. 


APEC Leaders Forum. 


Healthcare Initiatives 
Fund to promote 
and facilitate tele- 
medicine — which allows 
remote consultation and 
diagnosis — using our high- 
speed video-conferencing 
technology. 

We're also major sponsors 
at such events as the BC TEL 
Pacific Open professional 


golf tournament, the 1997 


And we'll be there, 
as sponsor and official 
telecommunications 
provider. 


Transitions 


Last year saw the departure of two 
long-standing voices from our ranks — 
one from our board of directors and one from 
our executive team. Victor MacLean joined 
our board in 1967, and Harold Ens began his 
career with BC TEL in 1958. I want to thank 
Victor and Harold for their commitment to 
the company. Both played important roles in 
our transition to competition. 

Joining our board was David Emerson, 
President and Chief Executive Officer of the 


Vancouver International Air- 
port Authority. David brings 

a wealth of experience from 
both the public and private 
sectors, including demon- 
strated success in interna- 
tional marketing. And joining 
our executive team as Trea- 
surer was Nadir Mohamed, 
previously the head of emma. 
our BC TEL Interac- | 
tive division. 

For me, 1997 
marksyaryearm on 
personal transi- 
tionsass i willtbe 
stepping down as 
Chief Executive 
Officer, a position 
I have held since 
LOQOMAS processais 


well under way 


to select a successor. 1 williremainpaGEe 
until a successful candidate has been named 
and, beyond that, I will continue as Chairman 
of our Board of Directors. 

I’ve had the pleasure of working for this 
company for the past 41 years. ’m proud of 
the ground we've covered and of our achieve- 
ments in increasingly competitive arenas. 
I’m also proud of the confidence you as 


shareholders have had in our ability to 


increase the value of your investment in 
BC TELECOM: 


I wouldn’t have missed all of this 


ud 


for the world. 


Gu dip 


Brian As Canmerd 
Chairman and Chief Executive Officer 
March 3,1997 
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COMMUNICATION SERVICES 


setting 
the 
Pace 


In this world of communications possibilities, 
we should give credit where it’s due — to our 
customers. 

They're the ones setting the pace, demanding 
choices, reliability, convenience, and easy-to-use 
services. In sum, demanding, and getting, greater 
value for their consumer dollars. 

That’s the business we’re in today. And we're 
pretty good at it. 

We're setting the pace on the information 
highway, expanding capacity and providing 
access speeds that meet our customers’ needs. 
Last year, we teamed up with BCnet to give the 
province’s three largest universities the biggest 
data pipe in Canada, with speeds of 155 megabits 
a second. This has given us the opportunity to 
develop high-speed network tools with some 
of the most demanding users in the world. 


Picking up sp eed 


By the end of 1997, we will use this experience 
to offer commercial data services at a lightning 
fast 155 megabits a second to businesses in major 
centres throughout B.C. At the same time, we will 
more than quadruple the connection speed to 


the Internet’s global backbone 
from 45 megabits a second to 
200 megabits a second — the 
fastest in Canada. 

We're wiring the province's 
classrooms with access speeds 
tailored to each school’s needs. 
And our BC TED Discovery 
Learning group goes one step 
further, helping schools deliver 
education via the Internet, 
video-conferencing and dis- 
tance learning applications. 

We announced two initia- 
tives last year to bring high- 
speed Internetmacees mya 
residential customers, home 
offices and small businesses. 
ISDN@Home allows Internet 
access at 128 kilobits per sec- 
ond — almost five times faster 
than conventional 28.8 kilobit- 
per-second modems. 

ISDN@Home is available 
now in larger urban centres 
and will be accessible to 95 per 
cent of British Columbians by 
the <ndtoto.. 

We also conducted field 
trials of ADSL, which stands 
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for asymmetric digital subscriber line. ADSL is 
a new technology that can carry data, graphics 
and video images over existing copper telephone 
wires at very high speeds — 50 times faster than 
conventional modems and three times faster 
than cable modems. ADSL service should be 
available to 85 per cent of British Columbians 
by the end of 1997. 

Sympatico” became the top Internet service 
provider in the province last year, just seven 
months after its launch. We packaged Sympatico 
with our Real Plus” long-distance savings plan 
to give customers the best of both worlds — 
long-distance savings and an easy-to- 
use Internet service. Voted the best new 
consumer online product at the 1996 
Canadian Online Products Awards, 
Sympatico 1s now available to 80 per 
cent of British Columbians. 

Sympatico is more than an Internet 
Service its am example of how we 
can package and deliver personalized 
online services that customers want — 
such as health information, educational 
resources and home shopping. 

This spring, Vancouver City Savings Credit 
Union will open Canada’s first branchless bank, 
using a software platform we helped develop. 
The bank will offer a full range of home bank- 
ing services that can be accessed by telephone, 


Our new digital PCS 
service launches the 
next wave of wireless 
communication in B.C. 
Customers can expect 
new calling features, 
greater clarity and 
security, and longer 
battery life. 


personal computer or interac- 
tive TV. A video-conferencing 
feature will be added later to 
allow ‘face-to-face’ meetings 
between customers and bank 
employees. 


1 


AT ea 2 ¢ Cy SE Ie ae 
Wireless solutions 


We also provide customers 
with wireless solutions. With 
more than 300,000 cellular and 
100,000 paging customers, 
we're leaders in both markets. 
Om Wieteet1EStr tO 
market in B.C. with 
the next generation 
of wireless service — 
digital personal com- 
munications services 
(P@S)\sDicitalees 
provides improved 
call clarity and greater 
security. It also allows 
us to offer customers 
a number of enhanced 
features, starting with calling- 
line identification and a visual 
IndicatOmtlatelets thesuser 
know when new voice-mail 


messages are received. 
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We're also planning several 
enhanced paging features — such 
as text messaging and the ability 
to be paged when important 
e-mail messages arrive when 


you're not at your computer. 


[eadino the yd 
LTC tea BCVA 


Winning customer loyalty is a 
key strategy. Our Advantage 
Performance” program, for 
example, gives small business 
and home office customers 
on our long-distance plans 
preferred pricing from 
partner companies that 
provide insurance, 
courier and other 
services. 

We also target 
our long-distance 
markets with spe- 
cial discounts and 
customized fea- 
tures. And within 
our current reg- 


ulatory constraints, 


we've been able to package some products and 
services to add value for our customers. These 
steps have helped us retain approximately 75 per 
cent of the long-distance market in B.C. 

Now we await competition in the local- 
service market, likely early next year. And we 
know what we need to do. We will continue to 
focus on making it easier for customers to do 
business with us. This means providing more 
flexible service hours, quicker response times 
and self-serve options — using the Internet and 
interactive voice response — to deliver services 

more quickly and efficiently. 

It also means offering features that our 
customers want. Two recent examples are 
Call Display Plus,” which displays both a 
caller’s name and phone number, and 
voice-activated dialing. 

It’s all part of giving customers what 
they want, and being a market leader. 


SANE 


Fares F. Salloum 
Executive Vice-President, 
Communication Services 


March 3,1997 
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NETWORK SERVICES 


investing 
in our 
network 


We take our commitment to 
customers seriously. 

Every year, we invest hun- 
dreds of millions of dollars as 
part of our capital expenditure 
program to expand and upgrade 
our extensive telecommunica- 
tions network. We invested 
$590 million in 1996 and we'll 
invest more than $600 million 
this year — much of it targeted 
to upgrade service in smaller 
communities. 

More than 97 per cent of 
our customers are now served 
by digital switching, which 
provides them with access to 
our enhanced calling features. 
But we're not stopping there. 
We're committed to improving 
service for the small percentage 
of British Columbians still 
served by older equipment. We 


have an aggressive plan in place 


to complete this upgrade by the end of 1999. 

At the same time, we’re building advanced 
intelligent network capabilities by linking our 
digital switches to a common database that 
houses the latest services software. As a result, call 
processing intelligence can be accessed centrally, 
instead of adding it to individual switches. This 
allows us to introduce new features and cus- 
tomized services faster and cheaper. 

Last fall, we launched B.C.’s second area 
code. We recognized that the growing demand 
for numbers — for telephone, cellular, paging, fax 
and Internet access — would soon tax the capa- 
bilities of the 604 area code. The new 250 area 
code applies everywhere outside the Lower 
Mainland-Whistler-Sunshine Coast region. 


Network reliability 


Another aspect of our commitment to cus- 
tomer service 1s ensuring the reliability of our 
network. Last year, we opened a new network 
operations back-up centre in Abbotsford, in the 
Fraser Valley east of Vancouver. In an emergency, 
the back-up system can assume network control 
from our main centre in Burnaby — a critical 
role, given the region’s vulnerability to earth- 
quakes. We also work closely with government 
and emergency services on effective response 


plans should disaster disrupt our network. 
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Our goal to be the high- 
quality, low-cost provider of 
Network tacilitics 1n B.C. 1S 
paying dividends. We are the 
largest provider of network 
capacity for alternative long- 
distance carriers and resellers in 
the province. These companies 
choose our network instead 
of building their own — in the 
process, they provide us a 
return On Our investment. 

We're the first 
telecommunications 
company in Canada 
to receive ISO 9001 
certification for net- 
work planning and 
standards. This inter- 
national benchmark 


Customers can now purchase 
the latest communications 
equipment — like the 
Vista 350— by monthly 
installments on their phone 
bills. It’s called FLEX PAY, 
and it spells customer 
convenience. 


iSMUSe Cat Ouassessaa 
company’s ability to 
consistently deliver 
quality products and services. 
Our reputation 1s spreading. 
International companies such as 
British Telecom now bench- 
mark against our network pro- 
visioning group. And early last 


year, we were asked to send construction and field 
services crews to Oregon and Washington to help 
US WEST repair storm damage to its network. 
The expertise of our crews soon prompted calls 
from other U.S. telephone companies seeking 
similar help. However, we turned down these 
requests so that we could continue to concentrate 
on meeting customer service demands at home. 


Driving toward the future 


The rapid growth of the Internet was a headline 
story in 1996. And what a story it was, with 
global Internet traffic doubling every 
four to six months. 

We're certainly doing our part to 
make it easy for customers to drive 
the information highway with a net- 
work that delivers the access speeds 
they want. We re expanding and 
enhancing our network, adding the 
capacity and features that allow us to 
deliver high-speed interactive services. 

ome xatnplessas: part. ot sb.Css 
Electronic Highway Accord, the provincial 
government awarded us the contract last year to 
build the backbone network facilities for moving 
government information electronically around 
B.C. We will connect government offices in 


eight regional centres — Vancouver, Victoria, 


ls 


Nanaimo, Kamloops, Kelowna, Nelson, Prince 
George and Terrace. 

This new network replaces a patchwork of 
technologies that have been operating at full 
capacity for some time. It will provide a bigger 
and faster pipeline, one that is better suited to 
government ministries that serve the resource, 
health and social services sectors. 

Much of this high-speed pipeline will be 
fibre optic. We're also conducting trials with 
ADSL — asymmetric digital subscriber 
line. I’m excited by the potential @ 


demonstrated in these trials. 

The high-speed transmission 
afforded by ADSL allows us to 
capitalize on and expand the 
capabilities of our existing 
copper infrastructure. This 
technology will also play 
an important role as we 
enter new markets for 
information in video and 
multimedia formats. 

But we’re not stopping 
there. We're planning trials this 
year of an even faster technology 


that can deliver video-on- 
demand over this same copper 
infrastructure. 

That’s one more example 
of how Network Services is 
helping our lines of business 
compete at the retail level. And 
with local-service competition 
less than a year away, we want 
to ensure that our telecommu- 
nications network has the 
capability — and the cost struc- 
ture — to offer BC TELECOM 
a competitive advantage in all 
our retail markets. 

We know where we’re 
headed, and we know how 
forget there: 


‘\n Ga 


Don Av Calder 
Executive Vice-President, 
Network Services 
March 3,1997 
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CHIEF FINANCIAL OFFICER 


pened ere lt: 
shareholder 


value 


We have come a long way in the past 10 years. 

A decade ago, we were a reliable income 
stock operating primarily in a monopoly set- 
ting. Now we operate in a very competitive 
marketplace and show signs of behaving like a 
growth stock, reflecting our demonstrated 
potential for above-average growth. 

Last year alone, shareholders realizedia 25 
per cent return on their investment, reflecting 
our dividend and the capital appreciation of 
our shares. 

However, the way we generate shareholder 
value has changed. Today, 25 per cent of our net 
earnings come from businesses that, for the 
most part, we weren tingl0 yearssaco = or 
example, BC TEL Mobility now accounts for 
20 per cent of our net earnings. Another five 
per cent comes from relatively new businesses — 
the Internet, computer services and high-speed 
advanced network services. 

These new ventures remind me of our cel- 
lular business 10 years ago. Cellular competition 
had just begun and our success in this new 


market was not guaranteed. 
But we secured an early mar- 
ket lead) mademthemnaaie 
investments, and have never 


looked back. 


laking the right steps 


Increasing shareholder value 
today means directing capital 
toward investments with the 
most promising financial 
returns. It also means manag- 
ing costs and growing new 
revenue, Were takingsallgor 
tirese=stetss 

As we move beyond the 
monopoly era of regulated 
rates of return, we're focusing 
on different indicatorcace 
measure our financial perfor- 
mance and shareholder value. 

Cash flow and Economic 
Value Add (EVA) are two 
such indicators. EVA, which 
measures operating earnings 
against the assets employed to 
produce those earnings, links 
earnings more directly to the 
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InciGiisteatiarKcte valle Ot a 
company’s stock. Cash flow 
per share indicates a company’s 
ability to pay dividends and 
finance growth. 

A key to our 1996 results 
is the performance of our 
continuing operations, which 
posted a 15.1 per cent increase 
in earnings. BC TEL’s contri- 
bution to earnings 
increased 24 cents 
(Om noo eper share: 
BC TEL Mobility 
increased eight cents 
to 40 cents per share. 

Leading the way 
was strong revenue 
growth from several 
businesses — wireless, 
Internet, computer services 
and enhanced calling features — 
plus continuing growth in 
customer lines and an increase 
in monthly local-service rates. 
As a result, operating revenues 
incteascd so oe per cent to 
$2,517.2 million. 


Functional and collectible. 
Our prepaid Phone Cards 
make it easy to place long- 
distance calls. Or listen to 
your favourite Grizzlie. 


Looking ahead, we have negotiated a new 
revenue settlement plan with the other members 
of the Stentor alliance. Under the plan, long- 
distance revenues generated in British Columbia 
will stay here. Over time, we expect this to 


have a positive impact on our bottom line. 


Rebalancing our rates 


We're also seeing the beginning of rate rebal- 
ancing on the local-service side of our business. 
Although most of our basic services 
are still priced well below their actual 
cost, that imbalance is changing 
gradually. The CRTC has committed 
to a rate rebalancing program that 
will see basic-service rates increase 
over a three-year span. To date, these 
rates increased $2 a month in 1996 
anidiagain 101997. As thirddncrease — 
scheduled for next January — has yet 
to be determined. 

Rate rebalancing is a prelude to the adop- 
tion of price-cap regulation, which will be used 
fomdectcmminertiespriccs ol b@ TEs aatility 
products and services — for example, basic service 
charges for residential and business customers. 
Under price caps, the overall prices of various 
categories of utility goods will be capped, 


Lo 


allowing us flexibility in 
changing prices for individual 
Servicespaswloneras the) toca 
price of each category does 
not exceed theicap, 


Glosinguthescostay ap 


That’s why it’s so important 
forgus to  closemthiemcap 
between the prices we charge 
for basic service and what it 
costs us to provide it. And 
that’s why we’re working 


hard to reduce our core % 


operating expenses, which 
include operator services, 
customer service, net- 
work operations and 
plant operations. 

Since 1994, we’ve 
reduced sthescmeare 
expenses significantly — 
by $100 million. And 
we expect this down- 
ward trend to con- 
cine 1199772 


At the same time, increasing competition is 
creating new challenges requiring the reinvest- 
ment of these savings in sales, advertising, tele- 
marketing and information systems. This will 
ensure we're positioned to take advantage of 
opportunities that stem from deregulation. 

We anticipate a healthy annual growth rate 
for our enhanced services. Already, 30 per cent 
of our customer base has at least one enhanced 
service. We also expect increased demand for 
second residential access lines as more people 

sign up for Internet service. 

Competition hasn’t slowed us down. 
Consistency is just another one of our 
strengths. 


C. Ken Crump 
Executive Vice-President, Corporate Services 
and Chief Financial Officer 
March 3,1997 
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BOARD OF DIRECTORS 

The responsibility for managing the 
business and affairs of BC TELECOM 
rests with the 11 people who com- 
prise our Board of Directors. The 
Board delegates to the Chief Execu- 
tive Officer and his executive man- 
agement team certain Board author- 
ities — particularly those related to 
setting our strategic direction, 
objectives and plans. 

The Board reviews and approves 
these strategies and plans, and ensures 
that management implements them 
in a manner that complies with cor- 
porate policies and procedures and 
with the law. The Board also ensures 
that results are fairly and accurately 
reported to shareholders and other 
stakeholders. 

Our Board members recognize 
the importance of understanding 
the corporation, its markets and cur- 
rent operating environment. In 
1996, the Board met 12 times — 
eight full-day and four half-day 
meetings. Several of these meetings 
were designed as orientation for our 
new Board member as well as an 
opportunity for the executive team 
to apprise the full Board of develop- 
ments in the industry. Two days of 
these meetings focused on the 
strategic planning process. 

The Board also delegates certain 
of its duties and responsibilities to 
committees composed entirely of 
outside directors. Each committee is 
governed by terms of reference 
approved by the Board and provides 
a report of its activities to the Board 
on a regular basis. The following 
describes the committees and their 
responsibilities. 
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BC TELECOM BOARD GOVERNANCE COMMITTEE 

This committee provides a focus on governance practices — the 
process and structure used by the Board to supervise the business 
and affairs of BC TELECOM, with the objective of enhancing 
shareholder value. The committee conducted an in-depth review 
of corporate governance at BC TELECOM. Its report was 
adopted in mid-1995 as the first edition of the BC TELECOM 
Board Policy Manual. 

This Manual is used to ensure that the Board undertakes its 
responsibilities in the most effective manner possible. Given the 
dynamic nature of our business, Board policies are reviewed on 
an ongoing basis. The Board Policy Manual is reviewed annually 
and modified as necessary. The second edition of the Manual was 
approved by the Board on the recommendation of the Board 
Governance Committee in January 1997. 

Further information on policies contained in the Manual is 
included in the 1997 Proxy Information Circular. 

MEMBERS: G.N. (Mel) Cooper, John W. Pitts (Chair), Barbara J. Rae, 
W. Robert Wyman 


BC TEL PENSION TRUST COMMITTEE 

This committee assists BC TEL in administering the company 
pension plan for management and exempt employees and the 
related trust fund. The committee reports to the Board on the 
actuarial soundness of the trust fund, the administrative aspects of 
the plan investment policy, the performance of the investment 
portfolios and compliance with government legislation. 
MEMBERS: G.N. (Mel) Cooper, M. Rendina K. Hamilton (Chair), 
Robert H. Lee, Gordon F MacFarlane 


BC TELECOM AUDIT COMMITTEE 

This committee reviews audit and control functions for both 
BC TELECOM and BC TEL. This entails reviewing all financial 
information provided to shareholders and others, the corporate 
control systems established by management and the Board, and 
the audit process. The committee’s review of our consolidated 
and financial statements includes the Management’s Discussion 
and Analysis, which begins on page 25. 

MEMBERS: David L. Emerson, M. Rendina K. Hamilton, 

Robert H. Lee, Barbara J. Rae (Chair) 


BC TELECOM HUMAN RESOURCES & COMPENSATION COMMITTEE 
This committee develops and recommends for Board approval 
the executive compensation program and the compensation paid to 
the Chairman and Chief Executive Officer and other executive 
officers of BC TELECOM and its subsidiaries. The committee 
chair, in consultation with each director, reviews the CEO’s per- 
formance and in consultation with the Board Governance Com- 
mittee, reviews the CEO’s performance as Chairman. This com- 
mittee also regularly reviews the organizational structures and 
establishes a succession plan for BC TELECOM executives and 
other key managers. 

MEMBERS: Gordon F MacFarlane, Michael T. Masin, John W. Pitts, 
Thomas W. White, W. Robert Wyman (Chair) 


The following Management’s Discussion and Analysis (MD&A) offers a detailed exam- 
- ination of our 1996 operating and financial results. It also looks at the year ahead, the 
: regulatory processes that are either under way or planned, and our expectations in 


terms of revenues and expenses. 


: The MD&A should be read in conjunction with the audited consolidated financial 


statements. 


MANAGEMENT’S DISCUSSION AND ANALYSIS 


EARNINGS OVERVIEW 

The contribution from continuing operations to 
BC TELECOM’s 1996 common share earnings 
increased 15.4% to $247.7 million from $214.7 
million in 1995. On a per share basis, earnings from 
continuing operations increased to $2.01 from 
$1.78 the previous year. 

BC TELECOM’s common share earnings for 
1996 were $234.4 million or $1.90 per share com- 
pared to $240.3 million or $2.00 per share in 1995. 
These results include the loss in 1996 of $13.3 million 
or $.11 per share from discontinued operations — 
principally the disposition of assets of MPR Teltech, 
a wholly-owned subsidiary of BC TELECOM. 
Common share earnings in 1995 included a gain of 
$25.6 million or $.22 per share resulting primarily 
from the sale of our interest in PMC-Sierra, Inc., a 
high-tech semi-conductor company. 

The following tables indicate the contribution 
to common share earnings from BC TELECOM’s 


major businesses. 


Contribution to Common Share Earnings 


Increase 


($ Millions) 1996 1995 (Decrease) % Change 
BC TEL 200.6 160.5! 40.1 25.0 
Non-Regulated 

Businesses 
- Cellular Operations 45.0 34.8 102 29.3 
- Other Operations 14.3 2o30) (Sti) en (CZES) 
Corporate (12.2) (3.6)' — (8.6) — 
Continuing 

Operations 247.7 214.7 33.0 15.4 
Discontinued 

Operations (13.3) 25.6 (38.9) == 

234.4 240.3 (5:9) (2.5) 


Cellular operations 
net earnings 


($ Millions) 10.4 
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Contribution to Earnings Per Share 


Increase 


($) 1996 1995 (Decrease) % Change 
BO TEL 1.63 33 30 22.6 
Non-Regulated 

Businesses 
- Cellular Operations 6 29 .O7 24.1 
- Other Operations sil iS, (.07) (36.8) 
Corporate (.10) (03) 21G07) = 
Continuing 

Operations 2.01 1273 nD 2) 
Discontinued 

Operations (ili) se) (.33) = 

1.90 2.00 (.10) (5.0) 


‘In 1994, a provision of $14 million (earnings impact of $7.8 million or $.06 
per share) was made for corporate restructuring costs. During 1995, this amount 
was charged to BC TEL and credited to BC TELECOM Corporate as the 
restructuring costs were incurred. 


The following sections discuss our consolidated 
operating results and financial position, with reference 
to specific subsidiaries or businesses where appro- 
priate. The information pertains to our continuing 
operations; the accompanying financial statements 
and notes include detailed information on discon- 


tinued operations. 


RESULTS OF OPERATIONS 

Operating Revenues 

Operating revenues increased 8.3% or $192.6 million 
to $2,517.2 million in 1996 from $2,324.6 million 
in 1995. Primarily, this increase reflects higher 
local-service revenues as a result of growth in the 
number of BC TEL and BC TEL Mobility customers 
and an increase in monthly service rates for basic 
telephone service. 


Increase 


184.1 17.8 


($ Millions) 1996 1995 
1,217.5 | 1,033.4 


% Change 


Local service 


The provision of local exchange services to 
business and residential customers accounted for 


$98 million of the total increase in local-service 


1 


Operating 
revenues ($ Millions) 


ms BCTELECOM- 2,002 2,146 2,230 2,325 Paoli 
w Non-regulated bus. 103 156 224 336 406 
92 93 94 95 96 | 


revenues. A $2 per month increase in basic business 
and residential service rates that became effective 
January 1, 1996 accounted for approximately half of 
this increase. Another factor was a 3.8% increase in 
customer access lines — up itoinis 11 7o. 1 Oo 
While the increase in the number of residential 
lines remained at the 45,000 level, business line 
growth increased to 42,000 lines in 1996 compared to 
24,000 in 1995. This growth reflects both increased 
demand for Internet access and the continuing 
growth in B.C’s tourism industry. 

Strong growth in BC TEL Mobility Cellular’s 
business in 1996 resulted in a $42-million increase 
in local cellular revenues. Our cellular subscriber 
base increased 37% to just over 300,000 at year 
end, while average monthly revenue per customer 
declined 9% to $80 from $88 in 1995. 

Also contributing to higher local-service rev- 
enues was a $14-million increase in revenues from 
our SmartTouch™ portfolio of enhanced services, 
reflecting higher market penetration rates for all 
services and a large increase in pay-per-use services. 
Year-end market penetration rates were about 25% 
for Call Waiting, just under 15% for Call Display and 
over 10% for Call Answer. A $10-million increase in 
revenues from competitors for interconnection 
with BC TEL’s network plus smaller increases in 
directory assistance charges, private line services and 
non-recurring charges accounted for the remainder 


of the increase in local-service revenues. 


Cellular customers 
(Thousands) 


Average market 

share -long distance 

(%) 92 88 85 83 76 
92 93 94 95 96 


($ Millions) 1996 1995 Decrease % Change 


Long-distance service 805.8 | 821.4 (15.6) (1.9) 


Revenues from message toll and other long 
distance services declined 6.9% or $58 million in 
1996. Although calling volumes declined only 
slightly, per-call revenue declined more than 5% as 
long-distance prices continued to fall. On a revenue 
basis, BC TEL’s average market share declined seven 
percentage points last year to 76%, with the most 
significant loss in the residential market. The rate of 
market share loss slowed in the latter part of 1996, 
in part due to the introduction of the Real Plus 
Extra™ savings plan and by packaging our long-dis- 
tance service with free or discounted Sympatico™ 
Internet service. 

Partially offsetting this decline, BC TEL’s net 
share of long-distance revenues pooled with other 
Canadian telephone companies was $37 million 
more in 1996 than 1995. This increase was primarily 
the result of a larger revenue pool available to be 
shared by the Canadian telephone companies. In 
addition, BC TEL Mobility Cellular accounted for 
a $6-million increase in long-distance revenues. 


($ Millions) 1996 1995 Increase % Change 


Other 493.91 ©4098) Ammen 


Higher revenues from BC TELECOM’: non- 
regulated businesses accounted for $23 million of the 
increase in this category. Not included here is the 
significant increase in cellular revenues — which is 
reflected in the local and long-distance service rev- 
enue categories. ISM-BC reported higher external 
and project-related revenues, BC TEL Advanced 
Communications recorded higher revenues from 
Ubiquity broadband services, and BC TEL Interactive 
reported an increase in revenues from the introduction 
of Sympatico Internet service and from BC TEL 


Discovery Learning services. 
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BC TEL reported a small overall increase in other 
revenues. Directory advertising revenues increased 
$4 million, primarily due to higher advertising rates. 
Uncollectible revenues, which are netted in this cat- 
egory, decreased $7 million due to an improvement 
in bad debt recoveries. Partially offsetting these 
changes was a decrease in terminal rental revenues 


of $7 million, as that market continues to decline. 


Operating Expenses 

Operating expenses increased 7.1% or $125.4 million 
to $1,896.5 million in 1996 from $1,771.1 million 
in 1995. About 85% of this increase is attributable to 
BC TELECOM’ non-regulated businesses and to 
higher depreciation expense, while only 15% is 
attributable to the ongoing operations of BC TEL. 


($ Millions) 1996 1995 Increase 
1,398.8 | NOUSo7/ 80.1 6.1 


% Change 


Operations 


Reflecting significantly higher revenues from non- 
regulated businesses, related operations expenses 
increased $45 million in 1996. BC TEL Mobility 
Cellular accounted for more than half of this 
increase. It faced higher costs of supporting a signif- 
icantly larger customer base and higher acquisition 
costs as a result of B.C’s intensely competitive cellular 
market. ISM-BC, BC TEL Interactive and BC TEL 
Advanced Communications contributed most of the 
remaining increase in operations expenses for our 


non-regulated businesses. 


rs es ee 


BC TEL controllable 
operating cost per 
access line 


oo —: 4 
($) 490 486 464 448 435 
92 93 94 95 96 


BC TEL employees 
per 1,000 access lines 


6.1 
92 
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Reflecting a continuing emphasis on cost 
restraint, BC TELs operations expense increased just 
1.8% or $21 million in 1996.The major contributing 
factors were: 

» higher workforce transformation amortization costs; 
w higher selling and related expenses as a result of 
a more competitive marketplace — particularly in long- 
distance; 

m an increase in management incentive compensation 
based on operational and financial results achieved 
in 1996; 

a smaller increases in billing and collection costs, 
directory-related costs and property taxes. 

Partially offsetting these increases were lower 
core operations expenses for repair and maintenance, 
operator service, order processing and other plant 
operations. These savings stemmed primarily from 
our voluntary retirement and separation programs 
that reduced the number of BC TEL employees by 
1,450 during 1996. 

On a corporate level, operations expense was $14 
million higher in 1996, since 1995 included a credit 
amount for earlier restructuring costs. 


($ Millions) 1996 1995 Increase % Change 


Depreciation 
and amortization 


497.7 | 452.4 45.3 10.0 


The increase in depreciation and amortization 
expense was due primarily to the growth of 
BC TELECOM’s asset base, as discussed in the 
Liquidity and Capital Resources section that follows. 
BC TEL accounted for $31 million of the increase; 
our non-regulated businesses the remaining $14 
million. BC TELECOM’s composite depreciation 
rate increased slightly to 7.4% from 7.2% in 1995. 


Traditional core 

operations expenses | 

($ Millions) 741 692 646 
94 95 96 


Other Income 


($ Millions) 1996 1995 Decrease % Change 


Income Taxes 


Increase 


($ Millions) 1996 1995 % Change 


Other income 


104] 113 (9) (8.0) 


The small decrease in other income reflects a number 
of offsetting factors. BC TELECOM recorded a $7- 
million loss in 1996 on its investment in MediaLinx, 
relating to start-up and development costs for inter- 
active multimedia applications. At the same time, 
BC TELECOM recorded a $6-million increase in 
interest income in 1996 due to higher investment 


balances and interest on tax reassessments. 


Financing Costs, Net 


($ Millions) 1996 1995 


139.3 | 


Decrease 


143. tO Dae) 


% Change 


Financing costs, net 


Interest expense declined $7 million in 1996 due to 
lower prevailing rates of interest and actions taken 
to minimize interest costs. These actions included 
redeeming the 9 7/8% Series AF First Mortgage 
Bonds in 1996. Partially offsetting this change was a 
$3-muillion decline in the allowance for funds used 
during construction (AFUDC), which is netted in 
this category. The AFUDC rate declined to 8.96% 
in 1996 from 10'597e in 1995. 


Cash flow per 

common share — 

continuing operations 

=o 

($) 4.58 S65} 5.24 Boo 6.18 
92 93 94 95 96 

Gross capital 

expenditures 

($ Millions) 467 Sil) 608 598 590 
92 | 93 94 95 96 


Income taxes DET SP | 200.4 36.8 18.4 


Higher pre-tax earnings increased income taxes by 
$33 million in 1996. An increase in the effective tax 
rate from 47.5% to 48.2% accounted for the 
remainder of the increase. A detailed reconciliation 
of the statutory income tax rate to the effective rate 


is included in Note 5 to the financial statements. 


LIQUIDITY AND CAPITAL RESOURCES 

Cash Flow 

Cash from operations before working capital 
increased to $763.5 million from $672.4 million in 
1995, primarily due to increased earnings and high- 
er depreciation and amortization charges. After 
adjusting cash from operations for changes in 
working capital, and deducting dividends to share- 
holders and net capital expenditures, free cash flow 
was $15.1 million in 1996 compared to $55.5 mil- 
lion in 1995. 


Investing Activities 

Capital expenditures continue to represent the single 
largest use of BC TELECOM'S funds. These expen- 
ditures allow us to: 

a satisfy the continuing growth in service demand; 
™ increase the operating efficiency and productivity 
of both our wireline and wireless networks; 

m introduce new products and services into an 
increasingly competitive marketplace. 

Gross capital expenditures totalled $590 million 
in 1996 compared to $597.8 million in 1995. Invest- 
ment to provide regulated voice and data services 
accounted for $435 million of the 1996 expendi- 
tures. As part of our ongoing network modernization 
and expansion, 14 local switches were converted to 
digital technology and 13 exchanges were upgraded 
to individual line service. In addition, last year saw a 
major deployment of Integrated Services Digital 
Network (ISDN) offerings to meet growing 


demand for high-speed digital services. 
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BC TELECOM’s non-regulated businesses 
accounted for $155 million in capital expenditures, 
of which $86 million was invested by BC TEL 
Mobility Cellular. Our cellular company added 72 
analog and 61 digital (CDMA) cell sites during the 
year. The CDMA digital deployment was completed 
in the Greater Vancouver area and is ready for com- 


mercial launch in early 1997. 


Dividends 

Dividends to common shareholders totalled $161.7 
million in 1996, representing 64% of earnings from 
continuing operations. For the 10th consecutive 
year, the Company increased its common dividend. 
The quarterly rate was increased by $.01 to $.33 


per share in the second quarter. 


Financing Activities 

In 1996, BC TELECOM issued 2.2 million common 
shares for $50.3 million, primarily through the Div- 
idend Reinvestment and Share Purchase Plan. This 
plan was modified effective July 1, 1996 to permit a 
shift to the purchase of BC TELECOM shares on 
the open market. 

BC TELECOM had a total of $159.4 million 
in commercial paper notes outstanding at year end — 
a decrease of $63.5 from the $222.9 million out- 
standing at the end of 1995. These notes have been 
reclassified as long-term debt on the balance sheet 
on the basis of the availability of a $180-million 
long-term credit facility agreement. 

BC TEL issued an aggregate of $150 million in 
structured medium term note debentures during 
1996. The five issues provided all-in funding at a 
cost 12 to 17 basis points below the 90-day 
bankers’ acceptance rate. During the year, BC TEL 
redeemed $75.9 million of first mortgage bonds, as 


permitted under the terms of the trust deed. 


29 


Credit Ratings 

On April 9, 1996, the Canadian Bond Rating 
Service (CBRS) reaffirmed the existing ratings of 
BC TELECOM Inc. debentures and commercial 
paper and the ratings of BC TEL first mortgage 
bonds, debentures (including medium term note 
debentures), preferred shares and commercial paper 
with a stable outlook. 

On May 9, 1996, the Dominion Bond Rating 
Service (DBRS) confirmed the existing ratings of 
the same securities. DBRS assigned a stable trend to 
all securities except commercial paper, which was 
given a negative trend. 

The table below provides both agencies’ current 
ratings for all rated BC TELECOM and BC TEL 


securities. 


CBRS DBRS 

BC TELECOM 
Debentures A (High) A 
Commercial Paper A-1 R-1 (middle) 
BO TEL 
First Mortgage Bonds A+ (High) A (high) 
Debentures A+ (Low) A (high) 
Commercial Paper A-1 + R-1 (middle) 
Preferred Shares P-1 Pfd-2 

a 
Dividends declared 
per common share 
($) Pasiedl9 Te (7 oy 131 | 

92 93 94 95 96 


Interest coverage — 
continuing operations 


(Times) 3.4 
92 


REGULATORY AND LEGAL ENVIRONMENT 
Convergence 

The federal government issued its Convergence 
Policy Statement in August 1996, marking the cul- 
mination of a process that began in October 1994. 
During this two-year period we saw: 

w the CRTC’s May 1995 report on convergence; 

a the Information Highway Advisory Council’: own 
recommendations in September 1995; 

a the federal government’s May 1996 report — 
Building the Information Society: Moving Canada into 
the 21st Century. 

With its Convergence Policy Statement, the 
federal government has set out the principles that 
will “allow for fair and sustainable competition 
between cable and telephone companies” and create 
conditions for “expanded consumer choice and 
continued support for Canadian culture.” 

The government also decided to modify the 
Canadian ownership requirements under the 
broadcasting law as they apply to BC TELECOM 
and Québec-Tél, so as to allow subsidiaries of the 
two companies to apply for broadcasting distribution 
licences within their respective operating territories. 
Legislation to implement these modifications to the 
rules regarding Canadian ownership requirements is 
currently being developed. 

The special treatment for these companies is con- 
tingent on abiding by certain conditions regarding the 
composition of the board of directors of the broad- 
casting subsidiary, exclusive control by that board over 
programming decisions, and in BC TELECOM$S case, 
the establishment of the BC TELECOM Foundation, 
which will administer a $10-million fund dedicated 
to the development and production of traditional 
broadcast and related new multimedia programming 


and applications for Canadian audiences. 


Developments in Local Service 
In March 1996, the CRTC initiated a proceeding to 
determine an appropriate form of price cap regulation 
for the utility segments of BC TEL and other Stentor 
companies, effective January 1, 1998. BC TEL, in 
conjunction with Stentor, has proposed a price cap 
plan which addresses the following issues: 
u The creation of a price cap formula that deter- 
mines prices for all price capped services (including 
an inflation factor, an appropriate productivity offset 
and reflecting any exogenous factors). 
« The grouping of utility services into a number of 
service baskets providing pricing and marketing 
flexibility to allow effective competition. 
a The recovery of any depreciation reserve deficiency 
that could arise as a result of technological change 
and increased competition. 
« The implementation of a third-step rebalancing 
increase of $3 to monthly local rates effective 
January, 1993: 

A decision is expected in the first half of 1997. 
Following this decision, a proceeding will be initiated 
to establish local rate levels for January 1, 1998. 
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A number of proceedings have been held — or are 
under way — in preparation for local service com- 
petition. These proceedings involve the co-location 
of competitors’ equipment in the telephone compa- 
nies’ central offices, local interconnection and net- 
work component unbundling, local number porta- 
bility, resale of local services, the need for local 
contribution, and network operations and carrier 
interface procedures. The CRTC is expected to 
announce its decision on local competition in the 
second quarter of 1997. 

A public hearing was held in May 1996 to 
review various budget local services proposed by 
BC TEL and other Stentor companies. BC TEL’s 
proposal included a budget option called Pathway, 
which would be $4 less per month than regular basic 
exchange service. Pathway would allow customers an 
unlimited number of incoming calls and 30 outgoing 
local calls per month without charge. 

The CRTC issued a decision in November 
1996, denying the various budget local services alter- 
natives. In the CRTC’s view, telephone service is 
currently affordable to the vast majority of Canadian 
households. Should an affordability problem with 
basic telephone service arise in Canada, the commis- 
sion said a targeted subsidy program would be the 
preferred approach to address such a problem. 

In February 1997, the CRTC granted approval 
for part of BC TEL’ 1997 rate rebalancing proposal. 
Specifically, the CRTC approved the Company’s 
proposal, effective January 1, 1997, to increase the 
monthly rate for residence lines in all rate groups and 
business lines in certain rate groups by $2 and to leave 
at existing levels business line rates in rate groups that 
are already set at compensatory levels. However, the 
CRTC denied our proposal to exempt customers still 
served by step-by-step switches from the $2 increase. 
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The CRTC has not yet ruled on our accom- 
panying proposal to consolidate our 11 current rate 
groups to seven. The CRTC has issued Public 
Notice 97-2 to consider the rate group consolidation 
proposal. A decision is expected in the second quarter 
oloo7e 


Forbearance on Long Distance Services 

The CRTC issued Public Notice 96-26 in July 1996 
to consider when and to what extent it should forbear 
from regulating some or all long-distance services 
offered by the Stentor companies. The CRTC noted 
that in Decision 94-19 (Regulatory Framework), it 
expressed general support for forbearance for long- 
distance services, but concluded that granting such 
forbearance at that time would have been premature 
given Stentor’s very high market share in toll services 
and the existence of significant barriers to entry. 
The CRITIC said that all but two of its specified 
pre-conditions for toll forbearance had been met. 
The outstanding pre-conditions are: 

(a) The matter of removing barriers to local com- 
petition, which is currently being addressed in Public 
Notice 95-36 and associated proceedings. 

(b) The question of the extent of rivalrous behavior 
in the toll services market, particularly in the basic 
toll market. 

As a result, the CRTC said the focus of the pro- 
ceeding would be on whether sufficient competition 
exists in the relevant markets to protect the interests 
of users. The proceeding is scheduled to run until 


April 1997, when final reply comments are due. 


OUTLOOK 

This outlook contains forward-looking information 
with respect to BC TELECOM and certain of its 
subsidiaries. This prospective information, by its 
nature, necessarily involves risks and uncertainties that 
could cause actual results to differ materially from 
those contemplated by the information presented. 
The dynamics of the competitive marketplace and 
the outcome of numerous CRTC proceedings may 
lead to such differences. In particular, the imple- 
mentation of price caps will result in a transition 
from existing regulatory accounting standards and 
methodologies to the more universal generally 
accepted accounting principles (GAAP). This raises 
the issue of the future accounting treatment for the 
recovery of certain deferred charges such as work- 
force transformation costs which are currently being 
amortized over five years, and the depreciation 
reserve deficiency which was dealt with in the price 


cap proceeding. 


Corporate Strategy, Revenues and Expenses 

A key element of our corporate strategy is to generate 
new revenues from emerging businesses, principally 
in BC TEL Mobility, ISM-BC, BC TEL Advanced 
Communications and BC TEL Interactive. In addi- 
tion, the federal government’s decision to allow us 
to apply for a broadcast distribution licence opens 
up a number of new business opportunities. New 
revenue sources are expected to more than offset the 
loss of revenues in the competitive long-distance 
market and in the upcoming competitive local- 
service market. Over time, these new businesses are 
expected to contribute an increasing proportion of 
BC TELECOM'S net earnings. 


The strong growth in local-service revenues 
experienced in 1996 is expected to continue in 1997. 
Customer access line growth is expected to be about 
3.5% — slightly below 1996’s 3.8% growth rate. In 
addition to growth in demand for service, the $2 per 
month increase in local-service rates for residential 
and some business lines effective January 1, 1997, will 
also increase local exchange service revenues in 1997. 
Continued strong revenue growth is also anticipated 
from BC TEL Mobility Cellular — despite new 
competition expected in 1997 — andi fromsour 
SmartTouch services. 

Long-distance service revenues are expected to 
continue to decline in 1997 due to the impact of 
competition and lower long-distance prices. Average 
market share is expected to decline to about 70% in 
1997 compared to 76% in 1996 and 83% in 1995. 
A new Stentor revenue settlement plan, which 
governs the sharing of long-distance revenues 
pooled with other Canadian telephone companies, 
became effective January 1;1997 Overtime si. 
expected that this new plan will have a positive 
impact on earnings. 

Since 1994, BC TEL has achieved a $100 mil- 
lion reduction in core operating expenses including 
operator services, customer service, network opera- 
tions and plant operations. BC TEL expects this 
downward trend to continue in 1997. It is anticipated 
that these savings will be reinvested in strategic ini- 
tiatives as the Company continues to take advantage 
of new business opportunities. 

BC TEL and the Telecommunications Workers 
Union recently negotiated a new collective agreement 
which includes general wage increases of 2.75% effec- 
tive January 1, 1997 and 3.25% effective January 1, 
1998. This agreement, which expires at the end of 
1998, will give us greater flexibility in meeting the 


service needs of our customers. 
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Management base salaries and variable pay are 
now determined under a new Total Rewards Strategy. 
Automatic across-the-board base pay increases have 
been replaced by salary adjustments to reflect changes 
in market forces, job growth and growth in an indi- 
vidual’s skills and knowledge. Variable compensation 
payments are based on corporate financial results, lines 


of business objectives and individual performance. 


Liquidity and Capital Resources 

BC TELECOM has made substantial commitments 
as part of its planned capital expenditure program for 
1997, and to a lesser extent for subsequent years. We 
estimate that gross capital expenditures will be $630 
million in 1997. This capital expenditure program 
will be financed primarily with cash generated 
from operations. 

BC TEL expects to maintain its interest cover- 
age and capital structure at levels appropriate for the 
business environment in which it operates. A 
prospectus dated October 31, 1996 provides for the 
issue of up to $500 million in BC TEL medium- 
term note debentures over a two-year period. By 
the end of 1996, $25 million had been issued. New 
issues of this debt will be used primarily to refinance 
currently outstanding issues of debt which mature 
or are redeemed. Redemption of BC TEL first 
mortgage bonds and market purchase of any out- 
standing securities of BC TELECOM or BC TEL 


will be undertaken in 1997 where warranted. 
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Litigation 

An action that commenced in 1993 by American 
Telephone and Telegraph Company (AT&T) and 
Unitel Communications Inc. in the Federal Court of 
Canada against MCI Communications Corporation 
(MCI), Stentor and most of its member companies, 
including BC TEL, was settled in early 1997 on a 
confidential basis. The lawsuit alleged infringement 
or possible infringement of four patents involving 
communications between switching equipment and 
databases for the purpose of providing a variety of 
intelligent network services, such as 800 Services”, 
Calling Card Services™ and virtual private network 
service. Related litigation instituted previously by 
MCI against AT&T in the USS. has also been settled 


on a confidential basis. 


MANAGEMENT REPORT 


TO OUR SHAREHOLDERS: 

Management is responsible to the Board 
of Directors for the preparation of the 
consolidated financial statements of the 
Company and its subsidiaries. These 
statements have been prepared in accor- 
dance with generally accepted account- 
ing principles and necessarily include 
some amounts based on estimates and 
judgements. Financial information pre- 
sented elsewhere in this annual report 1s 
consistent with that in the consolidated 
financial statements. 

The Company maintains a system 
of internal control which provides man- 
agement with reasonable assurance that 
assets are safeguarded and that reliable 
financial records are maintained. This 
system includes written policies and 
procedures, an organizational structure 
that segregates duties and a comprehen- 


sive program of periodic audits by the 


AUDITORS’ REPORT 


TO THE SHAREHOLDERS OF BC TELECOM INC. 
We have audited the consolidated bal- 
ance sheets of BC TELECOM Inc. as at 
December 31, 1996 and 1995 and the 
consolidated statements of earnings, 
retained earnings and changes in financial 
position for the years then ended. These 
consolidated financial statements are the 
responsibility of the Company’s manage- 
ment. Our responsibility is to express an 
opinion on these consolidated financial 
statements based on our audits. 

We conducted our audits in accor- 
dance with generally accepted auditing 
standards. Those standards require that 
we plan and perform an audit to obtain 


reasonable assurance whether the consoli- 


internal auditors. The Company has also instituted policies 
and guidelines which require employees to maintain the highest 
ethical standards. 

The independent auditors of the Company, Arthur 
Andersen & Co., have been appointed by the shareholders to 
express an opinion as to whether these consolidated financial 
statements present fairly the Company’s consolidated financial 
position and operating results in accordance with generally 
accepted accounting principles. Their report follows. 

The Board of Directors has reviewed and approved these 
consolidated financial statements. To assist the Board in meeting 
its responsibility, it has appointed an audit committee which is 
composed entirely of outside directors. The committee meets 
periodically with management, the internal auditors and the 
independent auditors to review internal controls, audit results 
and accounting principles and practices. The committee’s 


terms of reference are available, on request, to shareholders. 


CK Mea 


Executive Vice-President - Corporate Services and Chief Financial Officer 


dated financial statements are free of material misstatement. An 
audit includes examining, on a test basis, evidence supporting the 
amounts and disclosures in the consolidated financial statements. 
An audit also includes assessing the accounting principles used 
and significant estimates made by management, as well as eval- 
uating the overall consolidated financial statement presentation. 

In our opinion, the consolidated financial statements 
appearing on pages 35 to 46, inclusive, present fairly, in all 
material respects, the financial position of the Company as at 
December 31, 1996 and 1995 and the results of its operations 
and the changes in its financial position for the years then ended 


in accordance with generally accepted accounting principles. 


frctlan. elise. E 


Chartered Accountants / Vancouver, B.C. / January 22, 1997 
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CONSOLIDATED STATEMENT OF EARNINGS 


Years Ended December 31 (Millions) 1996 IDES 
Operating Revenues 
Local service © t,207 Seah ah 1,033.4 
Long distance service 805.8 821.4 
Other (norte 2) 493.9 469.8 
Dt 2 2,324.6 
Operating Expenses 
Operations 1398-3 £3187 
Depreciation and amortization 497.7 452.4 
15896.5 PITTA 
Operating Earnings 620.7 Doo. 
Other income (note 3) 10.4 113 
Financing costs, net (NoTE 4) Poo 143.0 
Earnings Before Income Taxes and Minority Interest 491.8 421.8 
Income taxes (NOTE 5) 237.2 200.4 
Earnings Before Minority Interest 254.6 221.4 
Minority interest 3.4 Os 
Earnings From Continuing Operations 25182 DE Ws oP 
Discontinued Operations (NOTE 18) 
Net loss from MPR Teltech Ltd. (9:9) (1.8) 
Net (loss) gain on disposition of MPR Teltech Ltd. and PMC-Sierra, Inc. (3.4) 27.4 
Net Earnings ZOD 243.8 
Preference and preferred share dividends Bas) or 
Common Share Earnings $ 234.41 $ 240.3 
Earnings Per Common Share ($) 
Earnings from continuing operations 2:01 1.78 
Common share earnings 1.90 2.00 
Average Common Shares Outstanding (Thousands) 123,445 120,342 
CONSOLIDATED STATEMENT OF RETAINED EARNINGS 
Years Ended December 31 (Millions) 1996 1995. 
Balance at beginning of year $ 884.5] $ 797.0 
Net earnings 201.0 243.8 
1,122.4 1,040.8 
Less — Preference and preferred share dividends G5 825 
— Common share dividends 161:7 52:6 
Balance at end of year $ 957.2) $ 884.5 
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CONSOLIDATED BALANCE SHEET 


December 31 (Millions) 1996 1995, 
ASSETS 
Current Assets 
Accounts receivable (note 6) $ 473.8] $ 447.5 
Prepaid expenses and other 52-6 43.3 
Net assets of discontinued operations (note 18) 915 22.8 
538.9 56 
Other Assets 
Leases receivable 28:3 20.9 
Deferred charges (note 7) 1952 1280 
Investments (NOTE 8) 26.0 28.5 
Goodwill and other 17.8 Lee 
AOE 191.6 
Property, Plant and Equipment 
Buildings, plant and equipment, net (note 9) OTR: 3,644.5 
Land 40.1 40.1 
Property under construction 136.0 135.5 
Materials and supplies 47.9 64.9 
ppolesles: 3,883.0 
$ 4,758.0 | $ 4,588.2 
LIABILITIES AND SHAREHOLDERS’ EQUITY 
Current Liabilities 
Bank indebtedness net of temporary investments $ 7.41 $ 3.0 
Short-term obligations (note 11) 110.6 247.0 
Accounts payable and accrued liabilities 4922 412.4 
Income taxes payable 259 725 
Dividends payable 41.6 OOF 
Advance billings and customer deposits 180 74.2 
755.4 848.6 
Other 
Long-term debt (note 12) 1,441.5 1,308.1 
Deferred income taxes 304.5 300.5 
Other long-term liabilities 21.4 1972 
1,767.4 1,627.8 
Minority Interest oul 5.4 
Shareholders’ Equity (NOTE 13) 
Common equity 2a DOA 2,030: 
Preference and preferred shares 69.7 L0 ck 
2220 2,106.4 
Commitments and Contingent Liabilities (NOTE 15) 
$ 4,758.0 | $ 4,588.2 


APPROVED BY THE DIRECTORS, 


Few A (lepll Veo 


DIRECTOR DIRECTOR 
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CONSOLIDATED STATEMENT OF CHANGES IN FINANCIAL POSITION 


Years Ended December 31 (Millions) 


1996 LID 
Operating Activities: 
Earnings from continuing operations S 2a 2a e218 72 
Depreciation and amortization 497.7 452.4 
Deferred income taxes 4.0 (1.3) 
Allowance for funds used during construction (6.6) (10.0) 
Other, net ‘e722 Leyail 
7165: 672.4 
Decrease in non-cash working capital (note 14) L) 1272 
Cash from operations LO3e/ 799.6 
Less — Dividends to shareholders 16522 156.3 
D238) 643.3 
Financing Activities: 
Common shares issued 50.3 79.6 
Long-term debt issued 169.0 121 
Change in short-term notes payable (63.5) (GEKy 2) 
Redemptions of long-term debt (108.2) (72.5) 
Redemptions of preferred shares (.3) (5) 
Other aah el 
50.0 Sal 
Investing Activities: 
Capital expenditures, net (583.4) (587.8) 
Decrease (increase) in materials and supplies capitalized 16.9 (6.0) 
Salvage value of plant retired, net 7.6 (2.1) 
Increase in investments and other assets (92.7) (80.2) 
Proceeds on disposition of PMC-Sierra, Inc. aa 20.0 
Increase in long-term leases receivable (73) (ze) 
(652.9) (657.6) 
Cash Position: 
Net decrease during the year (4.4) (2) 
Beginning of year (3.0) 62 
End of year (7.4) (3.0) 
Represented by: 
Bank indebtedness (US Fy) (4.4) 
Temporary investments 6.3 1.4 
$ = (7.4)} $ (3.0) 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

The accompanying consolidated financial statements have been prepared in accordance with accounting 
principles generally accepted in Canada, and in conformity with prevailing practices in the Canadian 
telecommunications industry. These statements conform in all material respects with International 
Accounting Standards. 

The term “Company” is used to mean BC TELECOM Inc. and, where the context of the narrative 
permits or requires, its subsidiaries. 

BC TELECOM Inc. operates in a single industry segment which is telecommunications services. 
The Company’s principal subsidiary, BC TEL, is regulated by the Canadian Radio-television and 
Telecommunications Commission (CRTC). In its role as regulator, the CRTC sets allowable rates of 
return, approves equity financing, approves tariffs for certain goods and services and periodically issues 
directives which affect the accounting treatment of specific items in BC TEL’s accounts. 


(a) Consolidation The consolidated financial statements include the accounts of all the Company’s 
subsidiaries of which the principal ones are BC TEL, B.C. Mobile Ltd., BC TEL Mobility Cellular Inc., 
BC TEL Systems Support Inc., Telecom Leasing Canada (TLC) Limited and ISM Information Systems 
Management (B.C.) Corporation (75%). 


(b) Temporary Investments ‘Temporary investments are recorded at the lower of cost or market value. 


(c) Goodwill Goodwill, which represents the excess of the cost of acquired business over the fair value 
attributed to the net identifiable assets, is amortized over 15 years. 


(d) Property, Plant and Equipment (Property) Property is recorded at historical cost and, with respect 
to self-constructed property, includes materials, direct labour and applicable overhead costs. In addition, 
the Company capitalizes an amount for the cost of funds used to finance construction. This allowance 
for funds used during construction is based on BC TEL’ regulated rate of return on average invested 
capital for the previous year, and is included in income as an offset against financing costs. For new 
telecommunications property, the capitalization rate for 1996 was 8.96% (10.59% — 1995). 

The original cost of retired telecommunications property is charged to accumulated depreciation, 
and any proceeds on disposition are taken into income. 


(e) Depreciation Depreciation rates for property are determined by a continuing program of engineering 
studies for each class of property, according to year of placing in service and estimated useful life. This is 
in compliance with regulatory requirements. Depreciation provisions are calculated on a straight-line 
basis incorporating these studies. 


(f) Income Taxes The Company and its subsidiaries use the tax allocation basis of accounting for 
income taxes. Deferred income taxes are provided for on timing differences between accounting 
income and taxable income. 

The Company’s regulated subsidiary, BC TEL, in accordance with industry practice for telephone 
companies subject to CRTC regulation, follows the liability method of income tax allocation. This 
method requires that the balance of deferred income taxes be adjusted for changes in tax rates. 
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(g) Translation of Foreign Currencies ‘Trade transactions completed in foreign currencies are reflected in 
Canadian dollars at the rates prevailing at the time of the transactions. Amounts payable and receivable 
in foreign currencies are reflected in the consolidated financial statements in equivalent Canadian dollars 
at the rate of exchange prevailing at the balance sheet date. 


(h) Leases Leases are classified as capital or operating depending upon the terms and conditions of 
the contracts. 

Where the Company is the lessor, the majority of capital leases are through its subsidiary Telecom 
Leasing Canada (TLC) Limited, which acts as a financing intermediary. The long-term leases receivable 
represent the present value of future lease payments receivable due beyond one year. Finance income 
derived from these financing leases is recorded so as to produce a constant rate of return over the terms 
of the leases. 

Where the Company is the lessee, asset values recorded under capital leases are amortized on a 
straight-line basis over the term of the lease. Obligations recorded under capital leases are reduced by 
lease payments net of imputed interest. 

Revenue from operating leases of equipment is recognized when service is rendered to customers. 
The leased equipment is depreciated in accordance with the Company’s existing depreciation policy. 


(i) Research and Development Product development expenditures are expensed unless they meet certain 
identifiable criteria for deferral. 

The amount charged to expense for research, development and improvement of new and existing 
products and services was $9.0 million in 1996 ($8.0 million — 1995). 


(j) Interest Rate Related Contracts Interest rate related contracts are entered into for risk management 
purposes. These contracts are accounted for on the same basis as the underlying exposure being hedged. 


2. OTHER REVENUES 


(Millions) 1996 IOS, 
Service and equipment sales $ 268.4) $ 254.1 
Directory advertising and sales 15205 148.2 
Rental revenue 61.4 67.1 
Other 11.8 4 

$ 493.9] $ 469.8 


3. OTHER INCOME 


(Millions) 1996 NSS 
Lease finance income $ Tied es 8.6 
Investment loss (ZeL) = 
Interest income 7.0 13 
Other, net (.6) 1.4 

$ 10.4 || $ 113 
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4. FINANCING COSTS, NET 


(Millions) 1996 1995 
Interest on long-term debt $1423: $9912922 
Other interest 3.6 Prayie: 

145.9 15320 
Less — Allowance for funds used during construction 6.6 10.0 


5. INCOME TAXES 


(Millions) 1996 IS 
Current $209.2, ae Oley 
Deferred 4.0 (153) 


$ 237.2 $ 200.4 


A reconciliation of the statutory income tax rate to the effective income tax rate is as follows: 


1996 1995 
Combined basic federal and provincial statutory income tax rate 45.6% 45.6% 
Federal large corporation capital tax 1.0 ied 
Allowance for funds used during construction as sl 
Adjustments for prior years 6 sf 
Other ©) 6 
Effective income tax rate per Consolidated Statement of Earnings 48.2% 47.5% 
6. ACCOUNTS RECEIVABLE 
(Millions) 1996 1995) 
Trade receivables $. 038523. i$ 959 
Current portion of leases receivable 36.0 34.4 
Other 52.5 574 
$ 473.8] $ 447.5 


7. DEFERRED CHARGES 


(Millions) 1996 1995 
Workforce transformation costs $: 1087) eho 
Pension plan contributions in excess of charges to income 48.5 54.6 
Cost of issuing debt securities, less amortization el 12.4 
Other 26.9 PAWS) 


o) 195 pee 


During 1995, BC TEL began a workforce transformation program. As directed by the CRTC, the cost 


of this program is being amortized to operating expenses over five years. The amount of amortization 
recorded in 1996 was $20.9 million ($.3 million — 1995). 
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8. INVESTMENTS 


(Millions) 1996 IDS) 

Investments carried at cost: 
Alouette Telecommunications Inc. Sih ons 24a Fh Pa ue a 
Other iS onl) 
Investments carried at equity a 4 
Se ZO.0eh> > 1285 


9. BUILDINGS, PLANT AND EQUIPMENT, NET 


Accumulated Net Book Value 

(Millions) Cost Depreciation 1996 ; ODS, 
Telecommunications assets $°5,030:8" #4 25342.2.  $ 2,688.6 I $2,643.77 
Assets leased to customers 624.1 271.4 9527 374.2 
Buildings 526.4 190.7 Soin 340.8 
Assets under capital lease 64.0 41.6 22.4 34.8 
Other 629.7 S0153 328.4 25120 

$ 6,875.0 $3; 14722 « $.3.727.8il $ 3,644.5 


The composite depreciation rate was 7.44% for 1996 (7.20% — 1995). 


10. FINANCIAL INSTRUMENTS AND STRUCTURED TRANSACTIONS 
The Company and its subsidiaries use various financial instruments which are not reflected on the balance 
sheet, to reduce or eliminate exposure to interest rate and currency risks, and as part of structured financing. 
At December 31, 1996, the total notional amount of derivative financial instruments outstanding was 
$394.5 million ($236.2 million — 1995).The fair market value of these instruments at December 31, 1996 
was not significantly different from their original value. Use of these instruments is subject to a derivatives 
policy which requires that no derivative transaction be effected for the purpose of establishing a speculative 
or a levered position and sets criteria for the credit worthiness of counterparties with whom the Com- 
pany may enter into transactions. 
The fair market value of commercial paper and leases closely approximates their carrying value. As of 
December 31, 1996 the estimated fair value of long-term debt exceeded the carrying value by approxi- 
mately $275 million. 


11. SHORT-TERM OBLIGATIONS 
Amounts due for redemption within one year including short-term indebtedness pending permanent 
financing are as follows: 


(Millions) 1996 1995 
Notes payable under commercial paper programs $ —} $ 222.9 
Current maturities of long-term debt 110.6 24.1 

$ 110.6] $ 247.0 


At December 31, 1996, $159.4 million of commercial paper notes and $20.6 million of current 
maturities of long-term debt have been classified as long-term debt on the basis of the availability of a 
$180.0 million long-term credit facility agreement. In addition, the Company had in place available 
operating lines of credit of $270.0 million (total of $487.5 million — 1995). 
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12. LONG-TERM DEBT 


(a) Details of Long-Term Debt 


(Millions) 
Series Rate Maturity 1996 1995 


BC TELECOM Inc. Debentures 


1 Lye July 15, 1998 $175.01 Seel75.0 
BC TEL First Mortgage Bonds 

NE 9 7/8% November 1, 2003 = 1D 
AK 6% February, 15, 1999 30.0 30.0 
AL 11.35% November 15, 2005 118.8 120.0 
AN 10.50% June 12, 2000 118.8 120.0 


BC TEL Debentures 


1 12% May 31, 2010 50.0 50.0 
2 11,9070 November 22, 2015 125.0) 125.0 
5 10.65% June1952021 TSO L720 
4 915% April 8, 2002 85.4 100.0 
5 9.65% April 8, 2022 164.6 150.0 


BC TEL Medium Term Note Debentures 
Issued at varying rates of interest up to 


9.35% and maturing on various dates up to 2001 32030 176.0 
Commercial paper reclassified under a long term credit 

facility agreement issued at an average rate of interest of 4.1% 159.4 ae 
Other Long-Term Debt 6.7 14.9 


Capital Leases (note 150) 
Issued at varying rates of interest up to 11.75% 


and maturing on varying dates up to 2000 17.4 22.8 
Total debt (fe rey 4c Alek yue2 
Less — Current maturities 110.6 24.1 
Long-Term Debt $ 1,441.5 | $ 1,308.1 


(b) BC TELECOM Inc. Debenture Issue Requirements BC TELECOM Inc’s debentures are issued under 
a Trust Indenture dated July 15, 1993 and are not secured by any mortgage, pledge or other charge. New 
issues of unsecured debt are subject to restrictions as to debt ratio and ownership of subsidiary companies. 
The debentures may not be redeemed prior to maturity. 


(c) BC TEL First Mortgage Bond Issue Requirements BC TEL’ property is subject to liens under the 
Deed of Trust and Mortgage dated March 1, 1946 under which the first mortgage bonds are issued. 
The Deed of Trust and Mortgage requires either an annual sinking fund payment of 1% of the original 
principal amount of bonds outstanding or the pledge of additional unmortgaged property in the 
amount of 1.5% of the principal. In 1996, sinking fund payments were made in respect of the Series 
AL and AN First Mortgage Bonds. 
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(d) BC TEL Debenture Issue Requirements Debentures are issued under the Trust Indenture dated May 31, 
1990 and are not secured by any mortgage, pledge or other charge. While the Trust Indenture is in 
effect, further issues of first mortgage bonds are not permitted. New issues of unsecured debt are subject 
to restrictions as to debt ratio and interest coverage as defined in the Trust Indenture. 


(e) BC TEL Medium Term Note Debenture Program Under the terms of the medium term note debenture 
prospectus, a total of $500.0 million in medium term notes may be issued prior to October 31, 1998. 
The notes will have maturities, interest rates and other features determined at the time of issue. 


(f) Retraction/Exchange Provisions on BC TEL Debt The Series AL Bonds may be redeemed on Novem- 
ber 15, 2000 at the specified redemption premium. 

The outstanding debentures may not be redeemed prior to maturity. 

The Series 4 Debentures are exchangeable, at the holder’s option, effective on April 8 of any year 
during the four-year period from 1996 to 1999, for an equal principal amount of Series 5 Debentures. 
In 1996, $14.6 million of the Series 4 Debentures were exchanged for Series 5 Debentures. 


(g) Long-Term Debt Maturities Long-term debt maturities, excluding capital lease maturities during 
each of the next five years are: 


(Millions) 

L997, » 99.7 
1998 262.4 
1999 105.0 
2000 118.8 
2001 230.0 


13. SHAREHOLDERS’ EQUITY 


(a) Details of Shareholders’ Equity 


(Millions) SS 1995 
Common equity 

123,740,006 shares outstanding without par value (121,578,409 shares — 1995) $ 1,194.9 | $ 1,144.6 
Retained earnings Oo 1e2 884.5 
Contributed surplus Thee: 72 
2,159.4 2,036.3 

BC TEL Preference and Preferred, cumulative Rot 

Premium 
$ 6.00 Preference 10.0% 8 8 
$ 4.375 Preferred 4.0% 53 5a7 
$ 4.50 Preferred 4.0% 4.8 4.8 
$ 4.75 Preferred 5.0% ol 71 
$ 4.75 Preferred (Series 1956) 4.0% ged del 
> Se Mea Preferred 5.0% 1.5 ies 
$575 Preferred 4.0% 9.6 9.6 
$ 6.00 Preferred 5.0% 4.3 4.3 
ae a Preferred 4.0% 192 19:2 
69.7 TOA 
Total Equity $ 2,229.1 | $ 2,106.4 
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13. SHAREHOLDERS’ EQUITY (continued) 


(b) Authorized Capital BC TELECOM Inc. is authorized to issue an unlimited number of common shares, 
an unlimited number of first preferred shares and an unlimited number of second preferred shares. 


(c) Significant Changes During 1996 

Common shares 

The Company issued 1,810,440 shares during 1996 (3,462,986 — 1995) for $42.7 million ($77.9 million — 
1995) through the Dividend Reinvestment and Share Purchase Plan. The Company issued 345,224 shares 
during 1996 (79,265 — 1995) for $7.5 million ($1.7 million -1995) through the Long-Term Incentive 
Share Option Plan (LISOP) and 5,933 shares during 1996 for $.1 million through the BC TELECOM 
Share Option Plan. 


(d) Common Shares Reserved At December 31, 1996 the following shares remained reserved: 

- 1,429,710 shares for issuance under the Dividend Reinvestment and Share Purchase Plan. The current 
purchase price for the plan is based on the average weighted cost of shares purchased in the open 
market, excluding any brokerage commissions, or, at the Company’s discretion, the average market 
price in the calendar month immediately preceding the investment date. 


- 857,114 shares under the LISOP. Under the terms of the LISOP, the Company has granted key 
employees options to purchase common shares at fixed exercise prices as follows: 


Year Options Granted Options Granted Options Outstanding Exercise Price 
1995 395,500 B5935 $ 24.25 
1994 293,750 221,406 25:15 = 2645 
1993 444 300 138,625 1925] 2025 
1992 2031-20 93625 19.375 <222,125 
1991 270,600 50,500 20.00 


- 1,994,067 shares under the BC TELECOM Option Plan introduced in 1995: 


Year Options Granted Options Granted Options Outstanding Exercise Price 
1996 427,200 427,200 $2125:25'325:50 
195 213,300 195,500 23.125 - 24.25 


Options granted may be exercised over specific periods not to exceed 10 years from the date granted. 


14. WORKING CAPITAL 
Decrease in non-cash working capital: 


(Millions) 1996 1995 
Accounts receivable $1 (26.3) p eeeOnG 
Prepaid expenses and other (1233) (10.4) 
Accounts payable and accrued liabilities 79.8 49.2 
Income taxes payable (47.0) 125 
Dividends payable 132 Zoo 
Advance billings and customer deposits 4.1 oes 

$ 2H Se 1272 
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15. COMMITMENTS AND CONTINGENT LIABILITIES 
(a) The Company estimates capital expenditures for additional property to be $630 million in 1997. 
Substantial purchase commitments have been made in connection with these expenditures. 


(b) The Company is committed to a $10 million contribution to the BC TELECOM Innovation 
Fund which is intended to benefit British Columbians from opportunities offered by the production of 
traditional broadcast and innovative multimedia programming. 


(ce) The Company occupies leased premises in various centres and has land, buildings and equipment 
under operating leases. 
At December 31, 1996, the future minimum lease payments under capital leases and operating leases were: 


Operating 
(Millions) Capital Leases Leases 
1907, $ ones) ol47 
1998 6.9 A 
1999 4.2 10.4 
2000 1.0 WS, 
2001 aad 6.1 
Thereafter a= 1199 
Total future minimum lease payments 1 O29 wpe LES 
Less imputed interest Dass: 
Capital lease liability $ 0617.4 


16. PENSION PLANS 

Pension plans are maintained for substantially all employees. The Telecommunications Workers Union 
sponsored pension plan for bargaining unit employees requires the Company to contribute a fixed 
percentage of employee gross earnings to trust funds. 

Actuarial valuations are prepared for Company sponsored plans and the Company pays into trust 
funds the amounts recommended by the actuary. 

Accrued pension costs for accounting purposes are determined in accordance with generally accepted 
accounting principles, using management’s best estimate assumptions of future events. Adjustments arising 
from plan amendments, changes in assumptions, experience gains and losses and the initial net plan assets 
and obligations are amortized over the expected average remaining service life of the employee group 
covered by the plans. The cumulative difference between the amount contributed to the pension plans 
and the amount charged to income is recorded in the consolidated balance sheet under deferred charges. 

Based on the actuarial reports of the Company-sponsored pension plans, which used projected 
employee earnings in estimating the accrued pension obligations and market related value for asset 
valuation, a comparison of the plan assets and plan obligations projected to December 31, 1996 has 
been estimated as follows: 


(Millions) 1996 19:95) 
Actuarial value of assets $essono | 6 6 6/9be 
Actuarial value of obligations 802.3 788.1 
Surplus $ 50.0] $ a.) 


The total pension expense amounted to $57.5 million in 1996 ($63.3 million — 1995). 
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17. RELATED PARTY TRANSACTIONS 

Transactions with related parties, primarily affiliates of GTE Corporation (parent company of Anglo- 
Canadian Telephone Company of Montreal, the Company’s principal shareholder) and Stentor Resource 
Centre Inc., were purchases and sales of telecommunications technology, equipment and supplies, directory 
advertising commissions and payments for services rendered under cost-sharing agreements. During the 
year the Company purchased goods and services from related parties amounting to $101.5 million ($104.1 
million — 1995). Sales to related parties amounted to $4.1 million ($3.6 million — 1995). These transactions 
were conducted in the normal course of business at prices established and agreed to by both parties. 


18. DISCONTINUED OPERATIONS 
In April 1995, the Company’s R&D subsidiary, MPR Teltech Ltd., sold its investment in PMC-Sierra, 
Inc. for a net gain of $27.4 million, and cash proceeds to the Company of $20.0 million. 

In 1996, the Company sold substantially all remaining business units of MPR Teltech Ltd. Accordingly, 
the results of operations, any realized gains on sale and all estimated costs of disposition have been 
accounted for on a discontinued basis and previously reported financial statements have been restated. 
The remaining assets have been segregated on the consolidated balance sheet under the caption “Net 
assets of discontinued operations”. Details of these assets are as follows: 


(Millions) 1996 1995 
Buildings, plant and equipment, net $ 8.3 $ 14.2 
Current assets 30.4 40.3 
Other assets 35 9.4 
Long-term debt (.2) (.3) 
Current liabilities (27.2) (32-6) 
Deferred income taxes (523) (8.2) 

$ 951 3 2258 


19. SUBSEQUENT EVENT 
In January 1997, BC TEL executed structured financings whereby BC TEL issued two medium term note 
debentures for $20 million each with initial coupons of 6% and initial maturity dates in 1999 and 2001. 


20. PRIOR YEAR PRESENTATION 
The 1995 amounts have been reclassified, where applicable, to conform with the 1996 presentation. 
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FIVE-YEAR REVIEW 


1996 1995 1994 1993 1992 

CONSOLIDATED STATISTICS 

Statement of Earnings (Millions) 

Operating revenues 2, See eta, oe4.0. $22,230.41" $22,145. 8i00h22 002.4 
Local service ie iste) 1,033.4 909.6 867.0 LIS2 
Long distance service 805.8 821.4 pales 977.4 898.4 
Other 493.9 469.8 405.2 301.4 32518 

Operating expenses 1,896.5 dG ey 1,675.4 1,610.6 1,489.5 

Financing costs, net 15955 143.0 10S 146.6 143.8 

Income taxes DR 2 200.4 203.6 1977. 177.4 

Earnings from continuing operations 2ole2 218.2 221 PADS 204.3 

Net earnings LES) 243.8 224.5 214.6 a0Sa7 

Common share earnings 234.4 240.3 219.8 205.8 19627 

Balance Sheet (Millions) 

Property, plant and equipment, at cost $ 7,099.0 | $ 6,708.6 $ 6,321.0 $ 5,849.9 §$ 5,454.6 

Accumulated depreciation 3,147.2 Do2507 2.5933 DD) 2,070.7 

Total capitalization STORE: 3,666.9 Sheupewl DID 9326240) 

Capital structure 
Short-term obligations 2.9% 6.7% 10.3% 4.0% 2,376 
Long-term debt 38.1% SRI 35.4% 40.0% 37.36 
Preference and preferred shares 1.8% 1.9% 2.0% 4.2% 4.5% 
Common equity D270 55.7% 523% 51.8% 48.7% 

Financial 

Earnings per common share - 

continuing operations $ 8 =6.2.01 || $ 783d £35) 3 Leo. > slay) 

Earnings per common share $ 1.90] $ 2.00 §$ 1.88 $ io erp 17S 

Dividends declared per common share $ 131 S$ 27S 1 23a LL Oey S lS 

Cash flow per common share — 

continuing operations $ 6.18 || $ Oy et 5.24 $ 5n2o) o> 4.58 
Common equity per share $y Ulead. 16/5. $2) 15.84. 9.0 14.99 <§. 14.22 
Return on common equity - 

continuing operations 11.8% 10.9% 12.0% 12.3% 12.9% 
Return on common equity 11.2% 12.2% 12.2% 12.4% 13.0% 
Interest coverage - 

continuing operations (Times) 4.3 De 3.8 3.6 3.4 

Interest coverage (Times) 4.1 3:9 3.9 BE 3.4 

Average shares outstanding (Thousands) 123,445 120,342 117,028 113;760 110,499 

Other 

Capital expenditures, gross (Millions) $2. Ona © Doyo. 007.9) “$512 559%. 25467.0 

Customer access lines in service (Thousands) 2,423 DOSS 2,264 DBAGZ 2,080 

Long distance switched 

conversation minutes (Millions) 2,586 2,627 MAND 2,456 2,301 

Regular full-time employees at year end 125356 13,351 13797 13,478 14,524 

CELLULAR OPERATIONS STATISTICS 

Customers 300,507 218,806 148,062 106,582 81,344 

Penetration rate 9.0% 6.8% 4.7% 3.7% 3.1% 

Estimated market share 60% 60% 57% 56% 56% 

Average monthly revenue per customer $ 80 || $ 88 $ 95 $ 95- > 94 

Cash flow margin 50% 51% 51% 49% 46% 

Net earnings (Millions) $ 45.0 | $ 34.8 §$ 24.6 §$ 16.8 $ 10.4 

Gross plant in service per customer SreL038 3 1,143 “S$ “360-e$) 1,479 $ 1,479 

Monthly deactivations (Churn rate) 1.4% 125% 1.5% 1.6% 1.7% 

OTHER STATISTICS 

Paging operations 
Number of pagers 1025374 88,717 75,963 66,657 59577 
Cash flow margin 40% 38% 40% 41% 38% 

NOTE: Prior period statistics have been reclassified, where significant, to conform with the 1996 presentation. 
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INVESTOR INFORMATION 


Three Months Ended 


(Millions) Mar. 31 June 30 Sept. 30 Dec. 31 1996 
QUARTERLY FINANCIAL DATA 
Operating Revenues $ 603.3 $ OZ ml $ 635.9 $ 656.9 $ Zl 2 
Operating Expenses 458.0 468.3 470.0 500.2 1,896.5 
Operating Earnings 14's) 3) 152.8 165.9 156.7 620.7 
Other income 4.3 2.8 1E® (Sui) 10.4 
Financing costs, net 34.5 359 36:5 34.6 13933 
Earnings Before Income Taxes and Minority Interest IP Foye ID 13636 118.4 491.8 
Income taxes Se) 58.9 6522 573 Zone, 
Earnings Before Minority Interest 595 62.8 71.4 Gla 254.6 
Minority interest te) o 8 3.4 
Earnings from Continuing Operations Sew.) 61.9 70.6 60.2 ale, 
Net loss from MPR Teltech Ltd. (2.0) Qe) (5.2) — (9.9) 
Net (loss) gain on disposition of MPR 

Teltech Ltd. and PMC-Sierra, Inc. == (4.0) 6 c= (3.4) 
Net Earnings 56.5 aay 66.0 60.2 237.9 
Preference and preferred share dividends BS) 29 8 9 is) 
Common Share Earnings $ 655.6 $ 54.3 $ 65:2) 8 —595) tea 
Earnings Per Common Share ($) 
Earnings from continuing operations 47 49 aby. 48 2.08 
Common share earnings 45 44 Do 48 1290 
Average Common Shares Outstanding (Thousands) 1227315 123,586 L2387 22 123,815 123,445 
COMMON SHARE STATISTICS 1996 1995 
Number of registered common shareholders 12,347 122554 
Number of shares outstanding at December 31 123,740,006 121,578,409 
Volume of shares traded 12,196,600 12,313;900 


The Toronto Stock Exchange price range (high-low) 


First Quarter $ 2677/3 - 247/s 


$ 2514 - 22" 


Second Quarter 27 = 25 24'/2 - 227/s 
Third Quarter 28.20 - 26.35 24°/s - 23'/4 
Fourth Quarter 31.10 - 26.95 25'/4 - 23 
Shareholders Shares 
Geographic Distribution (%) 1996 1995 1996 1995 
British Columbia 58.4 570 6.1 6.4 
Other Canadian SMG 41.0 92.4 PRA 
Foreign 2.0 240) 15 135 
High 
Low Average annual 
Equity percommon & total return 
share and market to common 
trading range ($) shareholders (%) 
m BCT price range 18°4-23’4 | 18°4-25% |21'2-27°% a BCTELECOM ie 10.9 15.8 14.2 
w Equity per share 14.22 14.99 15.84 a TSE 300 10.8 1D) 8.3 10.1 
92 93 94 95 | 96 5 years ended Dec. 31, 95 961! 10 years ended Dec.31, 95 96 


Principal Ownership 

At December 31, 1996, Anglo- 
Canadian Telephone Company of 
Montreal (common shares 100% 
owned by GTE Corporation) owned 
62,725,670 shares, or 50.7% of the 
total common shares outstanding. 


Dividend Reinvestment 
and Share Purchase Plan 


The Company maintains a plan 
whereby holders of all classes of shares 
can elect to acquire common shares 
through automatic reinvestment of 
dividends and investment of optional 
contributions of up to $20,000 per 
calendar year for the purchase of 
additional common shares. Further 
information is available by contacting 
Montreal Trust Company. 


Common Share Dividends 

Dividends are payable quarterly on 
the first day of January, April, July and 
October. In 1996, dividends declared 
amounted to $.32 per share for the 
first quarter, increasing to $.33 for the 
second, third and fourth quarters, for 
an annual total of $1.31. 


Direct Deposit Service 

Holders of all classes of shares can have 
their dividends deposited directly to 
their bank accounts. To utilize this ser- 
vice, contact Montreal Trust Company. 


Market Trading 

Shares are listed for trading on the 
Toronto, Montreal and Vancouver 
Stock Exchanges. The common share 
symbol is BCT. 


Transfer Agent And Registrar 
Montreal Trust Company 
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Duplicate Annual Reports 

Every effort has been made to eliminate duplications in our share- 
holders’ mailing list. However, if you have more than one holding 
you will receive a separate report for each registration unless your 
shares are registered under exactly the same name. 


Annual Meeting 

BC TELECOMS multi-site Annual General Meeting of Shareholders 
will be held Tuesday, April 22, 1997, concurrently at 10:00 a.m. Pacific 
time and 1:00 p.m. Eastern time at the Robson Square Conference 
Centre, 800 Robson Street, Vancouver, B.C. and at the Metro Toronto 
Convention Centre, 255 Front Street West, Toronto, Ontario. 


Investor Inquiries 
For information concerning change of address, transfer of shares, lost 
certificates, estate settlements, the Dividend Reinvestment and Share 
Purchase Plan, direct deposit of dividend payments, the elimination 
of multiple mailings or the receipt of annual and quarterly reports, 
please contact Montreal Trust Company: 
By mail: 

Montreal Trust Company 

Shareholder Communications 

510 Burrard Street 

Wancouver, D.C. VoC Jb9 


By telephone: 
604-661-0222 for the Vancouver area or outside Canada. 
1-800-380-7757 for elsewhere in Canada. 


For additional financial information, 

please call our Investor Relations Department: 
604-432-2413 in the Vancouver area or outside Canada. 
1-888-228-4636 elsewhere in Canada. 


For Your Information 

For general information about BC TELECOM, 

please call our Corporate Communications Department: 
604-432-2668 

Our fax number is: 
604-433-1241 


Our Internet address is: 
http://www.bctel.com 


If you'd like to give us feedback on our annual report, 
our e-mail address is: 
a_report@ bctel.com 


BC TELECOM GROUP EXECUTIVE TEAM 


Dorothy E. Byrne ac 


Vice-President ; . C. Ken Crump 

Law and Regulatory Don A. Calder Brian A. Canfield ; Executive Vice-President ian Danaea 
Affairs and Corporate Executive Vice-President Chairman and Chief Rob G. Cruickshank Corporate Services and an Li mensite 
Secretary Network Services Executive Officer President and Chief Chief Financial Officer Vice-President 
BC TEL BCTEL BC TEL Operating Officer BC TEL Local Services 
BC TELECOM INC. BC TELECOM INC. BC TELECOM INC. BC TEL Mosury BC TELECOM INC. BCTEL 


Nadir H. Mohamed Roy A. Osing Jim W. Peters Fares F. Salloum Paul D. Smith Gayle L. Stewart 

Treasurer Vice-President Vice-President Executive Vice-President Vice-President Vice-President 

BC TEL Long Distance Services Corporate Planning and Communication Services Human Resource Corporate 

BC TELECOM BC TEL Mergers & Acquisitions BCTEL Consulting Services Communications 
BC TELECOM INC. BC TELECOM INC. BC TEL BC TEL 


BC TELECOM INC. AND BC TEL DIRECTORS 


Brian A. Canfield G.N. (Mel) Cooper M. Rendina K. Gordon F. John W. Pitts Thomas W. White 
Chairman and Chief — CM, OBC Hamilton ac, oBC MacFarlane OBC Corporate Director President 
Executive Officer President, Seacoast Corporate Director Corporate Director Vancouver, B.C. GTE Telephone 
Communications Kelowna, B.C. Burnaby, B.C. Operations Group 
Group Inc. Barbara J. Rae Irving, Texas 
Victoria, B.C. Robert H. Lee oBc Michael T. Masin CM, OBC 
: President, Prospero Vice- Chairman Corporate Director W. Robert Wyman 
David L. Emerson Group of Companies and President - West Vancouver, B.C. Corporate Director 
President and Chief Vancouver, B.C. International West Vancouver, B.C. 
Executive Officer GTE Corporation 
Vancouver International Stamford, Connecticut 


Airport Authority 
Richmond, B.C. 
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e make it easy 
e 


for cop. 
to communicate 


‘More than 97 per cent 
of our customers are 
now served by digital 
switching, giving them 
‘access to the latest 
calling features. No y 
matter where they live. 


We're constantly working to expand and upgrade our telecommunications network. 


Wherever our customers call home 
we have a long-distance calling 
plan to fit their calling needs. 

Our long-distance promotions, 
Savings events, and calling cards 
add up to convenience and savings. 
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aanich an edge in 


ig ht : 


against crime. 


Officers run licence plates, access police files and write reports — all from computer 
laptops in their cruisers. A communication system that’s fast, reliable and secure. 
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BC TELECOM INC. 3777 KINGSWAY, BURNABY, BC V5H 327. 


‘phone: 604 432-2413 fax: 604 434-9467 e-mail: a_report@bctel.com internet: http://www.bctel.com 
) X100(03-97)N5132131C 


